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Financial History of Canadian Governments 


EDITORIAL FOREWORD 


Stewart Bates, then Secretary of the Economic 
Council of Nova Scotia, and now Professor of Commerce at the 
University of Dalhousie, was retained by the Royal Commission 
on Dominion-Provincial Relations to make a study of the 
financialwhistory of Canadian governments. Professor Bates 
was asked to include a review of the public finance history 
of the Dominion and of each provincial government with 
particular emphasis on the relation between fiscal policy, 
economic policies, and underlying economic developments, It 
was expected that his analysis of revenue powers, governmental 
functions, and debt growth would indicate the points in the 
Canadian public finance system at which important strains have 
developed, 

A large part of Professor Bates' material was 
supplied by the returns to the financial questionnaire cir- 
culated by the Commission's Public Accounts Inquiry under 
Mr, J. C, Thompson, and by the regional and general economic 
studies made under the direction of Dr, W. A, Mackintog, 
although it was not possible to complete these studies in time 
to permit their fullest utilization. The method of presentation 
and any expressions of opinion are solely the responsibility 
of the author, and not of the Commission, 

Professor Bates finds a clear cut objective in the 
fiscal policy of both Dominion and provincial governments prior 
to the War. This was the development of the country's 
resources by extension of its frontiers and assistance to 
private enterprise. Freedom from other burdens and responsibili- 
Pies, partly as a result of the orthodox laissez-faire policy 
of governments in other activities, and partly as a result of 
the young structure of the country and of the general 


prosperity accompanying the 1896 to 1913 expansion, put the 
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governments in a financial position to pursue this policy 
ageressively, Although this fiscal policy was related to 

such national economic policies as western settlement, railway 
construction, and tariff, Professor Bates finds a notable 

Lack of co-ordination between the governments concerned, and 
points out that the combined actions of ten independently 
operating governments was not likely to be a well integrated 
programme, or the most appropriate one for the economy, 

Over expansion was likely, and occurred in some fields, and 
neglect in others, The rapid expansion of the period, however, 
obscured the bad effects of non-coordination of capital 
programmes, tax systems, and current expenditures, 

The War saddled the Dominion with a he avy debt and 
heavy railway obligations, and by marking the end to further 
frontier expansion (with a few exceptions), ushered in a 
period of economic readjustment and social philosophy change 
which had important implications for fiscal policy. Provincial 
governments were not initially as hampered by debt in the 
post-war period, and were to some extent able to step into the 
gap left by. the Dominion and pursue intensive developmental 
policies, In the thirties, however, the cumulative effect on 
their debts of their taxation policies md capital programmes 
in the twenties, and of their depression burdens, handicapped 
positive policies, 

Throughout the post-war period, when adjustment had 
to be made to basically changing economic conditions and trends, 
and when the proportion of the national income which passed 
through govemments' hands mounted to unprecedented levels, 
the need for a cuherent fiscal policy increased greatly, 
Co-ordination of government investments, taxes, and expenditures, 
and integration with tariff, transport, monetary and other 
economic policies were necessary to minimize the cost of 
government on industry and to maximize its efficiency, The new 


importance of public finance operations and fiscal policy was 
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not recognized; even in recent years, when one-third of the 
national income is directly redistributed by governments 
fiscal policy has been considered as something determined by 
prevailing economic conditions rather than as a governing 
factor in itself, 

AS.a result of this traditional attitude, of the 
accumulated debt burdening all layers of government and of 
the economic outlook, Canadian governments are now faced with 
two major problems, One is the dilemma which must be faced 
in the next depression, Then, (particularly in view of the 
present inability of governments to balame budgets even in 
"normal recovery" years) reliance on a negative policy as in the 
last depression will probably result in deficits, cuts in ex- 
penditure, increases in taxation, further unemployment., larger 
deficits, and increasing debt. On the other hand, an attempt at a 
positive policy of increasing expenditures and reducing taxation 
will also increase debt, As in the past, but on an ever increas- 
ing scale, lack of co-ordination between governments! fiscal 
policies will aggravate the cyclical swings, and prevent any 
constructive use of the powerful weapon of public finance action, 

This leads to consideration of the second major 
problem peculiar to federal organization, which is whether a 
compromise can be found to preserve local autonomy and 
provincial rights without completely hamstringing effective 
fiscal action and involving costs and waste which the 
Canadian economy can no longer afford, There are many related 
problems, made more complex by the federal structure, such as 
the policy which should be adopted for the chronically 'needy' 
regions. Of basic importance, Professor Bates suggests, is 
the economic outlook, and the need for policies appropriate 
to the altered economic circumstances, and to the political 


and social structure which exist in Canada today, Throughout 
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he emphasizes the need for an integrated fiscal system and 
coherent policy for effective action, and the disabilities 
which will result if it is lacking, 

Following a brief introduction which discusses 
some general considerations of Canadian public finance 
development, Professor Bates reviews seriatim the financial 


history of the Dominion and provincial governments, 
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Financial History of Canadian Governments 


Introductory Summary 
At the beginning of this study on the fiscal policy 


and financial position of Canadian governments it might be 
helpful te single sut some of the factors that have dominated 
the history of Canadian public finance, and to note their 


relevance to present-day budgetary problems. 


l. Character of Canada's Financial History 
Contras t_ between pre-war _ and post-war fiscal policy in Canada 


The Great Wer stands out as the major turning-point 
in Canada's financial history. Before that time the fiscal 
policy of the Dominion government, as diszlosed by the nature 
and extent of its expenditures and tax methods, was directed 
in a positive way at one central purpose, namely,the extensive 
expansion of the Canadian economy. Since the War, however, 
for reasons to be given later, the Dominion government has 
taken a more negative attitude towards fiscal policy: fiscal 
action came to be something dictated to the Dominion by the 
economic and financial characteristics of the post-war period. 
The provincial governments, from the War to 1930, tended to 
follow up the pre-war Dominion policy of using public finance 
as an active means of economic expansion, but they too, after 
1930, have considered it expedient to take a passive attitude 
towards public finance. In short, it might be said that 
Canadian governments as a whole were traditionally ccmmitted 
to the active pursuit of economic development through public 
finance, but that since the War, and especially since 1930, 
they have passively accepted the public finance position as it 
has been determined for them by the economic exigencies of the 
time. 

It is necessary to expand this summary statement, and 


to examine its implications, 
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Nature of pre-war fiscal relations between Dominion and 


provincial governments. at 


From Confederation up to the Great War the dominant 
purpose of Dominion fiscal policy was to develop the resources 
of the country by extension of the "frontiers" end by assistance 
to private enterprise. This end was pursued more vigorously 
at some times than at others as succeeding parties in power 
found expedient spportunities and means, but the aim remained 
fairly constant. The policy took the form of pushing settle- 
ment, supplying an all-Canadian transportation system, and 
encouraging home production by tariffs and other ee Wika 
Canada, as elsewhere, the pre-war concept of good government 
was the minimum of government, but in Canada the minimum was 
a very ae Aanouk thing from that in older countries. From 
Confederation Canada's “minimum" included positive governmental 
action to stimulate settlement and private enterprise. 

But while the Dominion government, in its relations 
with private enterprise, thus generally adopted a positive 
attitude towards development, it did not, in its relations 
with the provincial gsvernments, adhere so positively to the 
same principle. The provinces were not then regarded as agents 


directly concerned with the stimulating of economic development. 


(1) The methods by which Canadian governments (Dominion and 
provincial) have encouraged private enterprise at one time or 
another are many. Some may be enumerated: (a) Direct subsidies 
to industries, (bv) Tariffs, (¢) Building of railways and 
subsidies to transport, (aj Alienation of natural resscurces, 
(e) Monopoly licences, or special privileges, (f) Direct loans 
or cheap credit, (g) Relief of some enterprises from special 
imposts laid on others that compete with them, (h) Collateral 
aid to certain industries; e. g. to the coal, steel and railway 
equipment industries by railway construction; to the automobile 
industry by road building; to the construction industry by 
housing loans, (i) Government orders. 


The extent to which many private enterprises have always 
been dependent on government intervention has not been incon- 
.Siderable in Canada. 
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Before the War discussions of Dominion-provincial relations 
were concerned more with the size of the Dominion subsidy to 

the provinces than with their mutual concern over economic 
development. The subsidy question was not, of course, 
unconnected with the question of economic expansion, because, 

as the provinces undertook greater responsibilities and served 
growing populations, they required larger revenues. But the 
statutory subsidy from the Dominion government was not 

fhexible, and as provincial expenditures increased, the subsidy 
became a constantly diminishing proportion of the provincial 
revenue requirements. In 1870 the subsidy had provided 60% 

of the total provincial revenues: by 1890 the proportion had 
fallen to about 35%: by 1920 it was less than 15%, and by 

1930 less than 10%. Faced with an almost static grant from 

the Dominion government, and with expanding expenditure needs, 
the provinces sought, sometimes singly and sometimes collec- 
tively, readjustments of the subsidy arrangements. And the 
Dominion government did make revisions of the subsidy at 
various times, sometimes to single provinces and sometimes to 
the provinces as a whole. In this indirect way, the Dominion 
still adhered to its policy of national economic development, 
for the subsidy revisions were made to remove political 
disputes that might, among other things, have impaired economic 
progress, and they were also made to counteract what seemed te 
be a comparative weakness in the financial status of some 
province. But, it is important to note, the statutory subsidies 
to the provinces have not increased significantly since 
Confederation. The Dominion's realization that financial 
concessions to the provinces might be made at too great a price, 
and that they could be made only when the Dominion had ample 
revenues of its own, reduced the potential variability of the 
“statutory subsidies. Indeed it was not until 1930 that Dominion 
grants to the provinces began to rise with any significance, 


firstly in the expansion of conditional grants, like those for 
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old age pensions, and secondly, in the increased assistance to 
the provinces tc meet the special problem of relief in the 
depression years. These latter relief grants alone have 
exceeded any previous inter-governmental transfers in Canada. 
Accordingly, while Dominion-provincial discussions on the 
subsidy question have been relatively important in Canada's 
political history since 1867, the actual amounts of revenue 
involved did not change significantly in Canada's financial 
history until after 1930. 


Lack of co-ordination of fiscal actions in Canada before 
the War 


While the pre-war discussions on Dominion-provincial 
relations emphasized the subsidy question, a more fundamental 
relationship between the governments was implicit, because 
both the Dominion and the provincial governments were © 
directly interested in the problem of econemic expansion. The 
provinces, as well as the Dominion, were involved in aids to 
railways. And the provinces' concern with economic development 
required them to make expenditures on colonization, to provide 
the equipment of settlement (government, justice, roads, schools, 
hospitals), and to stimulate the utilization of their provincial 
resources by other methcds. These expenditures of the provinces 
Wciehine aul Ribic Hen 8096s) rose wery rapidly in the 
pre-war boom period (1896-1912). But siince there was no 
conscious or explicit recognition of their mutual concern in 
the matter of economic progress, the Dominion and the several 
provinces, each within its own sphere, pursued their own 
particular developmental policy without much reference to the 
policies being followed by other Canadian governments. 

There was danger, which now seems obvious, in this 
lack of co-ordination. The danger arose not only from the 
fact that the Dominion and the provineial governments divided 
jurisdiction on certain matters (e.g. agriculture, etc.), and 


that therefore scme areas in the field of their mutual concern 
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might receive overlapping attentions while other areas suffered 
some neglect. That danger has always been present under 
divided rule, but it was dwarfed by the more important economic 
problem of federalism in a growing country - the fact that the 
combined result of the economic aims of ten independently 
operating governments might not be the one at which a well- 
integrated national economic pregramme would aim. There was 
the danger that each government, especially when it subseri bed 
to the Gladstonian lesson that the budget was a means of 
civilization and progress, would regard these ends from a 
lecal, and not from a national, standpoint, that it would 
extend its institutional equipment (schools, hospitals, public 
buildings, works, etc.) according to its sown hopes concerning 
the future of its territories, that it would engage in capital 
works, government enterprises, and aids to local industries in 
order to hasten its economic expansion or to try to keep up 
with the pace of expansion being established in other regions 
of the ccuntry. In short, the lack of co-ordination in fiscal 
policies and their pre-occupation with loeal rather than 
national economic development, were likely to exert varying 
pressures on the distribution of settlement and industries 
throughout the country. Sometimes these pressures exerted by 
fiscal actions would reinforce the pressures being exerted by 
natural facters, like the distribution of natural resources, and 
would thereby intensify the "pull" of that locality on certain 
industries, and sometimes these local fiscal pressures would 
strengthen the power being exerted by national policies, like 
the tariff, and would thereby help to speed up development in 
the particular area. But occasionally local fiscal encouragement 
applied a pressure oppasite to thcse being exerted by natural 
forces and by Dominion national policies, and thereby helped to 
maintain or even encourage local industries which would otherwise 
have proved to be uneconomic. Since provinees gould not 


encourage local economic expansion by erecting tariffs around 
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their local econcmies, they were likely to try to reach the 
same end hy more direct forms of industrial encouragement, 
and this, in turn, was likely to reflect itself later in their 
debt structures. And since their fiscal actions were not 
integrated, there might result over-expansion of certain 
equipment, e.g. in railways. 4nd since fiscal actions were 
aimed at securing the maximum local expansion, there was little 
' chance that the ultimate distribution of industries and 
settlement would te the most econcmic from the national standpoint. 
Indeed the fiscal actions of the several governments were more 
likely to further the economic regionaiism which nature seems 
to have decreed for Canada when selecting her geography. 

But these dangers do not seem to heve been considered 
in the pre-war period. CQuestions of racial and regional 
particularism had, it must be recalled, come tc the surface 
during the depressicn in the 0's and early 90's, but the 
emergence of the world trade bosom after 1896 communicated so 
great an economic stimulus t< Canada that these questions 
rapidly gave place ts the new confidence that the 20th Century 
‘belonged to Canada. And during the boom (1896-1913), the 
Canadian economy was expanding so rapidly thet in financial 
matters the projects of most of the governments seemed quickly 
to justify themselves, and the need for securing erficient 
co-ordination of the capital works of the different governments, 
and of their tax systems and current expenditures, was never 
very obvious. In the post-war period, hcwever, when new 
frontier expansion was confined to only a few wheat and mining 
territories, and when Canada's economis vulnerability in 
depending on a limited number of great exports became inereasingly 
evident, it became also apparent that the pre-war uncc-ordinated 
economic policy had in itself resulted in two signifisant 
difficulties. ‘On the one side, the volume of transport equipment 
that had been provided in the pre-war boom became in itself a 


problem. On the other, the great extension of frontiers that 
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had been made, and that enclosed the areas specialized to 
yield the great experts, were economically sensitive to the 
vagaries of international trade which in itself began to exhibit 
new instabilities. A question now began to arise: whether the 
extensive development of the country had been pushed to the 
neglect of intensive devoroiment: whether the economic actions 
of the independently operating governments had been directed 
too much at frontier expansion, and too little towards making 
the best use of already developed resources, too little towards 
the encouragement of industrial innovations and adaptations, 
towards the search for new commodities or new products that 
might be derived from the natural resources, towards the 
stimulation of new or more efficient processes of production. 


New significance of uniform, fiscal policy for post-war 
roblems 


The post-war economic conditions called for gcvernnent 
economic policies at least as positive as those of the pre-war 
period. But further frontier-expansion (and the provision of 
the equipment of settlement and communication by governnents) 
coguld no longer be looked to as solvent to all economic 
difficulties. The rate of economic progress was slowing down, 
elthough the spuceqiant changes in the structure of the Cenadian 
economy were difficult to disentangle from the shert-period 
disturbances that arose out of the post-war international trade 
position. Ideally what was wanted was a national policy which 
| would cvercome, or at least mitigate, the observed weaknesses of 
the Canadian economy; and which, to that ae would use in a 
eo-ordinated way all the finaneial powers and instruments of 
the various governments. But in fact no such integrated 
national economic policy was forthcoming. . 

The difficulty of formulating an appropriate policy 
arose, first, out of the complex nature of the economic problems 


that confronted the country and the eonsequen% lack of presise 
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and secondly, because of debts, on a scale unknown and unimagined 
before 1914, which have hampered Dominion action ever since the 
War, and provincial action especially since 1930. Some attention 
should be given to each of these difficulties that confronted 
Canadian governments as a whole. 


Dominion fiscal action since the War 


So far as the Dominion government was concerned, both 
agifficulties were present, At the conclusion of the War, its debt 
had risen from $521 million in 1913 to $3,520 million in 1921, the 
War and the railways having been the main contributors to the 
change. As a result, its current budget had a large uncontrollable 
sector of expenditures after the War. Net debt charges, pen- 
sions, and transport subsidies had formed 38% of the pre-war 
budget, but after the War the proportion was nearer 65%, and it 
increased in the depression after 1929. The new level of the 
Dominion's commitments, and the large proportion of necessary 
expenditures in the ordinary budget, reduced the Dominion's desire 
to make new expenditures: the tendency was rather to await buoyant 
economic conditions that would increase revenues and help to 
reduce the debt, as happened in 1926-8. Consequently, the 
Dominion's concern with national equipment involved mainly the 
rehabilitation of the railways it had taken over and the rounding 
out of the pre-war programme - in itself a very substantial under- 
taking. Contributing also to the unwillingness to indttlge in new 
works was the recognition that the economy probably required little 
more extensive equipment. That had been the principal means 
adopted before the War to encourage national and regional develop- 
ment. But after the War, further extensive expansion did not 
appear to be appropriate; intensive development of industry within 
Canada seemed more desirable. The post-war economic conditions and 
the changing nature of international trade called for some 
readjustment in the Canadian economy, not so much in the direction 
of further extension of frontiers and exploitation of resources, as 
in the search for methods of increasing the utilization of already 


developed resources, the search for methods of deriving new 
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eat 
commodities and new qualities of preducts, the search for more 
intensive manufacturing methods to be applied to Canada's raw 
materials. But this post-war problem called for a clear-cut, 
coherent national ereonomic policy. And that was difficult to 
provide because public opinion had no precise views about either 
the end or the means. Canadian governments had never tried to» 
integrate their investments, their current expenditures and taxes, 
as a Means of reaching a national objective, nor had they ever 
attempted to relate any such fiscal action to tariff, transport and 
monetary policies in order to provide a coherent national econemic 
policy. Public opinion interpreted national (economic) policy as 
tariff policy, while the other elements, and their inter-relations, 
were not considered. Since public opinion was inert, it is not 
surprising that the Dominion's economic policy, in face of the new 
problems, was a negative one in the post-war period. The Dominion 
felt it mecessary to be cautious about adopting even a dynamic fiscal 
policy because it was already committed to a high level of necessary 
expenditures. In these conditions, the Dominion tended to wait for a 
boom in external trade, because that weuld raise the Canadian national 
income, would encourege the sert of intensive development that was 
necessary, would add to the revenues and tend to reduce the debt 
burden in the Dominion budget. Unfortunately, in the post-war 
period, the number of booms in internatisxnal trade has been dis- 
appointingly small; and the present position of international trade 
does little to encourage the belief that the trade position of the 


next few years will be greatly improved. 
Provincial fiscal actions since the Wir 


So far as the provinces were concerned, the developments of 
the post-war period raised their debts and their current expenditures. 
On the one side, the change in opinion on social questions, coupled 
with the change in the rate of econemic progress, involved the pro- 
vineial governments in new welfare expenditures. Even if the ecenomic 
position remained fairly satisfactory, the gradual social stratifi- 


cation of Canada,and the example of growing social services in other 
countries,were in themselves likely to lead to new levels of social 


service in the future. Welfare and similar services are in their 
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infancy in Canada.But if the economic position were disturbed, the 
Rs an were likely to Gnecounter a sudden increase in their 
relief and welrare costs. If the depression were a large one, 
Pye would affect not only the current expenditures of the 
provinces, but als: their debt structure, as happened from 

1929 onwards. The provincial debt picture was coloured also 

by ansther circumstance. All the provinces, in greater or less 
degree, were affected by the change in the long term rate of 
economic progress in the post-war period. In enly a few areas 
was further frontier expansion possible: in most provinces 

some need was felt for encouregement tc local industry, for 
further intensive development, and this tended to become a 
provincial problem. In contrast to the Dominion's negative 
attitude towards develupment, the provinces, because of the 
constitutional distribution of powers, and because of their 
clese contact with local resources and local needs, felt it 
necessary t° expand investments that seemed likely tc strenrthen 
their economic position. Between 1920 and 1930 provincial debt 
was doubled, some 44% of the increase going to highways, 25% 

ts utilities, 12% to public works, about 10% to advances to 
local industries (from which little interest was received), and 
the remainder to miscellaneous purposes, including deficits 

on current account. During this period therefore, the 

economic aims of the previnces tended to be mcre positive 

than those of the Dominion: but there was still little or no 
co-ordination of effort between the provinces. Indeed there 
is some-evidence of inter-provincial competiticn for both new 
and old industries during this period. Attempts were made to 
expand local road transport, power and other undertakings, 
(notoricusly in the case of pulp mills), without much regard 
for the effects of these actions on the country's existent equip- 
ment in transport, coal and other affected industries. Such 
inter~provincial competiticn was nat without advantages, but 


some consideraticns suggest that these advantages were subject 
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anti. 
to qualification. In Canada, with its economic regions and 
its regisnal loyalties, the competition of industrial 
innovations, whether due to public or private investment in 
some area, do not always drive older and less efficient 
industries out of business; it often leads to demands for 
government support of the industries that are adversely 
affected by the new developments, and thereby induces the 
government in the affected area to try to maintain its local 
industry or to call for help from the Dominion government in 
the form of a direct industrial subsidy, or alteration of 
the freight charges in the affected commodities, or an 
increased subsidy to the provincial government so that it may 
directly support the area affected by the new developments 
elsewhere. In this way, technical progress in one industry 
or region dees not always represent a net economic gain to the 
country as a whcle. Before the gain can be calculated, it is 
necessary to ask whether the technical change in some regien 
has provoked new government support of some competitive 
industry or region, and whether the governmental action is 
thereby hindering the occupational, industrial or regional 
readjustments necessitated by the initial technical change. 
In another way also the inter-provincial cactiecenea ch created 
some disadvantages. In their labour legislation the provinces 
revealed some unwillingness to make advanced legislation lest 
that might penalize the industrial prospects of the province. 
In the welfare services as a whele, the lack of co-ordination 
was very marked. There was little recognition that the 
several provincial policies in matters of public health, 
welfare and labour legislation were each phases of the general 
problem of poverty which in turn, depended on national more 
than on local economic conditions. The form of administration, 
and the consequent lack of co-crdination were leading to 
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Fiscal Actions of all Canadian governments in the de- 


pression after 1929 


After 1929, the need for industrial encouragement 
and for a coherent national economic policy was greater than 
before, especially in those areas dependent mainly on external 
trade, but most previnces then considered it necessary to 
raise their taxes, to curtail their capital and even current 
expenditures, and to devote most of their new borrowings and 
revenues to direct relief and to certain types of welfare 
expenditure. 

In the depression the Domininen also had to devote 
large sums to relief financing and to special "depression" 
expenditures. And so, after 1929, Canadian budgets, which 
had always to some extent been instruments for stimulating at 
least local aeonomic development, became largely instruments 
for transferring income 1» ene to those requiring 
relief. On the expenditure side, the great curtailment of 
new capital works, the failure to maintain existent equipment, 
the reduction in current expenditures on health, education, 
public domain and highways, and the increased charges for 
debt and relief, all reflected the passive role of government 
expenditures in face of the depression. On the taxation side, 
the increases in tax rates, almost regardless of the effects 
of this action on depressed private enterprise, and almost 
pegerdicas of the equity or justice of the tax system as a 
whele, also reflected the negative attitude towards economic 
development. Thore was little or no co-ordination of Dominion 
and provincial revenues and expenditures, no general, uniform 


fiseal policy. 


(2) The attempt of the Dominion government to lower interest 
rates after 1932 was aimed at reducing the burden of the 
transfer to rentiers. 
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Yct since these budgets began tu absorb cone quarter 
of the national inesme (or more than a third if municipal 
governments are included), they were presumably affecting 
private enterprise. But there was no conscious fiscal policy 
that aimed at prceducing the most desirable (or the least 
undesirable) group >f effects. Fiscal action was still 
"accidental", not viewed as a whole, nor in relation to monetary, 
transpert, ana tariff pelicies. Indeec in the "timing" of 
their fiscal actions, the different Cenadian governments tended 
to aggravate rather than smeoth the disturbances imposed on 
the Canadian economy by the movements in external trade. When 
external trade was prosperous, and the Canadian national income 
rose, most governments tended to lower tax rates and t- 
increase capital expenditures, thereby giving an extra impetus 
to the boom that was in pregress(1925-8). With the depression 
and the decline in external trade, the governments increased 
their taxatien, cut capital works, and added to the frrces 
creating depression. Since the fiscal actions of the 
different governments were n«t co-ordinated, either with each 
other, or with cther government economic policies, fiscal 
policy was not envisaged as an instrument of centrol cver 
economic conditions, Each g:vernment regarded its fiscal 
actidn as something determined for it by the economic conditisns 
or the time. 

The most skilfully unified fiscal policy on the part 
of the Canadien gcvernments, san nov, of course, prevent such 
depressicns as that after 1929, but it might dc much to 
mitigate their severity. Fiscal action is now significant in 
the Canadian econ»my, and if it is treated as a policy it 
becomes an additicnal instrument of esntrol, t« be used along 
with the cther policies. Since fiscal action was regarded as 
an accident, and not as a policy, we cannot presume that the 
deficit financing of the past years ($1.8 billicn between 


1929 and 1936) was direated at the objects most likely to 
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Lear 
stimulate recovery. Canadian governments as a whole, it has 
been already shown, are spending one-third of the national 
income. This sum, if directed by one supreme authority, or 
by co-ordinated fiscal actions on the part of all governments, 
would represent a great power for influencing the movements 
of the national income. But sie it is spent by different 
authsrities, with local as well as national aims, and with 
the presumption that their fiscal actions are decreed for them, 
the power of this sum to influence the course of the national 
economy is greatly reduced. Nor can we presume that the 
deficit financing of the depression years even remotely 
harmonized with the various government economic policies 
(tariff, monetary, etc.) , 

It should not be implied that the failure t.devise 
a fiscal policy on a national scale necessarily-indicated a 
lack of statesmanship. The absence of a national fiscal 
policy may indicate rather that regional divergences in Canada 
are very real, and that accordingly people are willing to pay 
a high price for having ten governments, each independently 
trying to pursue what appearsto be its own ends. 

It would be an error of analysis te underestimate the 
importance of regional divergences in Canada, the different 
regional economic interests, the racial,religious, historical 
and philosophical cleavages. But these divergences are not 
constant, and they are apt to find new expression and new 
emphasis in times of econemic difficulty. The first great 
depression in the 80's and early 90's brought them to the 
ee they were submerged in the subsequent bocm from 
1896 to 1913. The secend great Povreastoh hetes 1929 fostered 
a recrudescence of the regional movement in Canada, as it did 
the nationalist movement in many countries, At present, _ 


however, it would be optimistic to hope that an external trade 
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(3) See G. Smith "Canada and the Canadian Question", 1891 
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boom was around the corner to resolve regional divergences, 
as happened before. On this occasion, the economic progress 
necessary to reduce the divergences may require some concerted 
effort within Canada itself, in the formulation of a national 
economic programme. iIn reaching this end, it may still te 
possible, however, for people to have the satisfaction of 
possessing ten governments to which they can attach their 
various loyalties without the country having to forego the 
important weapon of unified fiscal control, a weapon that 
promises to become increasingly necessary in the future as 
Canadian governments as a WHolé have to try to achieve a 
balance between social progress and reform on the one hand, 
and encouragement to private enterprise on the other. 

As a result of Canada's financial history, by 1936 
about 25% of both Dominion and provincial expenditures went 
to charges on the deadweight (i.e., non-self-supporting) debt. 
Apart from the factors which tend to increase the debt steadily, 
the interest burden tends to remain high for two reasons: 

(1) Conversion to lower rates is not easy since so large a part 
of the debt is not callable in Canada, about 44% being callable 
elsewhere; 12% is callable in any of three centres, and the 
remainder in one or two centres. (2) The bulk of the debt 
carries interest between 4% and 5%. Although precise information 
is lacking, it is open to doubt whether even the Dominion has 
succeeded in borrowing at a lower average rate on bonds than 
private industry has through common share financing. | Furthermore, 
the government debt represents the costs of war, settlement, 
communications and utilities, as well as the costs of aiding 
private enterprise and of conducting undertakings which private 
enterprise considered too risky: as such the government debt 
service has to be met mainly from taxation, and since the 
government debt contains within it no automatic adjustment to 

the varying fortunes of the economy, it becomes particularly 


burdensome in times of depression. As distinct from this 
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question, there is also another. Experience indicates that 
the velume of public debt is likely to eentinue its growth, 
perhaps sufficiently so as to make the proportion of public 
to-private investment increase. If this should happen, the 
real costs of the debt woulda prove more, or less, burdensome 
according as the increase in public investment was, Or was not, 
bidding away capital from private enterprise. This is another 
reason why, with the present public debt level and more 
especially if that level rises, public investment should be 
"timed" so as not to conflict but rather to move inversely to 
the ups and downs of private investment. 

If the proportion of public to private investment 
increases steadily, and if that public investment is not 
nationally co-ordinated to secure maximum efficieney in its 
use and is not "timed" tro compensate for fluctuations in 
private investment, then the consequent growth in the proportian 
of fixed interest to equity debt and the peris-dic bidding away 
of capital from private enterprise, might render it increasingly 
difficult for government debt t> preserve its gilt-edge 
character. In other words, if Canadian governments continue 
their post-war policy of having their fiscal position (and 
therefore their debt growth) dictated to them by the fluctuations 
that external trade conditions impart to the economy, it will 
be necessary for them to make a determined effort to strengthen 
the sinking fund position, perhaps by building large funds in 
times of boom, as an alternative te pericdic downward revisions 
of the interest rate (or to its ecunterpart of moderate 


inflation). 


2. Present Budgetary Position and Future Prospects 
Unique view of public finance by business at present 


There is no Canadian historical parallel to the 
present budgetary position, or te the position in which private 


enterprise finds itself in relation to public finance. At the 
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conclusion of the War, the sudden increase in the fiscal burden 
represented a major problem, but expectations were that the 
"natural" rise in productivity, and an increase in population, 
would lower the war debt burden just as England had recovered 
from the effects of the Napoleonic War debt. And in Canada, 
the boom that began after 1924 seemed to indicate the 
beginning of the fulfilment of these expectations. The 
depression after 1929 was a setback, but, it was hoped, of 
merely a temporary nature. It was only during the recovery 
from 1933 onwards that increasing realization of the new 
situation bécame widespread. The persistence of deficits up 
to 1936, the changed nature of international trade, the 
recognition that depressions as well as wars now add greatly 
to the debt burden, the tendency for tax rates to increase 
rather than to decrease in the recovery years, all served to 
bring home the fact that high taxation is likely to become 

the normal condition in Canada. While it would be unwise to 
read too much into any sudden change of business men's 
expectations, it would be equally unwise to neglect the basis 
on which these new expectations have been founded. In 1936, 
which was an advanced year of recovery, the national income 
was still some 30% below the 1929 level. But meanwhile the 
gross funded debt of the Dominion and the provinces had risen 
by over 36%, from $4.4 billion to $6.0 billion, the revenues 
raised had increased by 8%, many of the necessary capital 
expenditures of the governments that had been postponed in the 
depression had not yet been renewed, and the stubborn relief 
costs were not proving readily reducible. While the drought 
had been an important factor preventing recovery and adding 
to government charges, the changed nature of international 
trade was such as to suggest that a sound and lasting recovery 
in export trade would not be easy to achieve, And if there 
were any slump in England after the cessation of the armament 


programme, Canada's export position might be further disturbed, 
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Even now (August 1938) it seems unlikely that the 
1938 national income (in terms of dollars) will tise above 
that of 1937, and the 1937 level was only midway between that 
of the depression bottom (1933) and the previous peak (1929), 
In view of these conditions, there is strong evidence that 
expectations of fairly high taxation in the future are well 
founded. 

Need to envisage future budgetary problem 

It might be felt that any reference to future 
Canadian budgets should be deferred until some of the more 
pressing and immediate economic problems have become less 
acute, or at least until the economic situation that is likely 
to canfront this country in the future is more clearly defined 
than it now is. But it is not impossible that the questions 
Pe anata policy which will arise in the next few years will 
be at least as difficult as those that are present now, and so 
there may be some value in trying to foresee the future 
budgetary problem. Furthermore, any solution that is offered 
for the immediate fiscal and financial problems must imply some 
assumptions or pre-suppositions about the long-distance outlook, 
so that even the discussion of the present-day position requires 
that some attention be given to the probable future position. 

Any inquiry into the probable future position has to 
be made in the light of the financial history of Canada in the 
years of economic recovery after 1933. The forces affecting. 
the financial position were such in these years that the 
Dominion and the provincial governments increased their 
outstanding debts by $616 million: their combined current deficit 
in 1936, an advanced "recovery" year, was still above $73 
million despite a 44% rise in revenues between 1933 and 1936: 
many expenditures (both capital and current) that had been 
postponed in the depression, had not been renewed by 1936. Even 
in the year 1937, which was more prosperous than 1936, there was 


only a little closer approach to budgetary balance. 
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If the economic position that existed in 1937 were 
maintained for some years, and if the expenditures kept near 
their present levels, it might be expected that taxable 
capacity would increase somewhat, as people become adjusted 
ta the idea of higher taxation. In these conditions there 
might be some small surplus available for capital works, or 
perhaps even for debt redemption: and if Canadian governments 
increased their efficiency in expenditure and in revenue 
raising, the surplus might be larger. But Canada's financial 
history suggests that certain strong resistances will have to 
be overcome before the governments will co-ordinate expenditures 
and taxes in order te improve their efficiency, and that 
equally strong resistances will have to be overcome before any 
surpluses that happen to emerge will be used for debt 
redemption. But given a maintenance of the 1937 conditions, 
and no tax remissions (although possibly tax readjustments), a 
position approaching balanced budgets would emerge, with little 
surplus available for capital expenditures or new services. 
-It would be an equilibrium that would appeal to the tight-rope 
artist. 

Probable future growth of government expenditures 

But the above result presumes that there will be no 
change in expenditures in the next few years, and no significant 
change in the country's productivity. 

It is likely, however, that certain expenditures will 
tend to rise in the near future. Whether their rise will be 
counterbalanced by declines in other expenditures is a matter 
for conjecture. 

It is clear that some expenditures that were reduced 
or postponed during the depression years, have not yet been 
renewed. On capital account it is to be expected that 
expenditures on certain public works, including highways in 
some provinces, will increase in the future and that a sub- 


stantial amount of deferred depreciation will have to be made good. 
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In current account, especially in some regions, expenditures on 
highways, health, education and domain, are still below their 
former levels, and it is likely that increased attention to 
natural resources, both human and physical, will require at least 
the restoration of expenditure on all these items. In addition, 
for the country as a whole, it is likely that the growing demands 
for social insurance, particularly for unemployment and for sick- 
ness, will tend to provide a new upthrust to the expenditure 
level. Again, the state of international confidence suggests 
that Dominion expenditures on defence may be subject to forces 
that call for an increase. Also, it is not inconceivable that 
the aay growth of road competition with the railways, 
especially in some regions, may affect the level of Dominion 
expenditures on transport. Furthermore, if it should prove to 
be true that Canada has some redundant capacity in certain of her 
great export trades, this also would affect the level of 
Dominion and provincial expenditures, probably on both current 
and capital account. If the governments met any such situation 
with their previous policies in this regard, the new expen- 
ditures would show themselves as maintenance expenditures 
(particularly relief), but if they attempted the more positive 
(and more difficult) policy ef industrial and regional 
transference, the transition would again cause an upthrust 
to expenditures, probably of greater magnitude in this case 
as attempts were made to encourage more intensive economic 
development as sompenan tian for the decline in export trade. 
The latter policy, although causing greater expenditures in 
the short run, would however provide some positive stimulus to 
the growth of national income (e.g. by enceuragement to the 
further working-up of natural resources, ete.) and would tend 
te be more ecenomic than the mere maintenance of those men 
and resources that seem tn be suffering from more than a 


temporary unemployment. 
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"Economies" in gcvernment expenditure 

Such increases in expenditure as may be expected in 
the early future, may be compensated by declines in other 
expenditures so that in fact total expenditure would remain 
near its present level. And several possibilities exist for 
securing reductions in certain expenditures. It is not 
impossible to envisage each Canadian governnent making efforts 
towards economy, such as have been made in the United Kingdom 
on two occasions since the War. It is true that in the United 
Kingdom these efforts proved to be little more than a temporary 
check to the steady growth of expenditure. But in Canada it 
may be presumed that a determined effort by cach government 
to maximize the efficiency of its services would lead to not 
insignificant economies in expenditure. If the government of 
the United Kingdom, which has scme reputation for efficiency 
of administration, still considered it worth-while to "take 
up the slack" on two occasicns since the War, it may be 
presumed that Canadian governments could secure svume reductions 
in expenditures by similar methods. In some Canadian 
governments, the lack of any efficient method of budgetary 
control would in itself suggest that possible eccnemies are 
available. As distinct from this, it is possible that some 
economy in government expenditure as a whole, sme increase in 
the efficiency of total government expenditures, may be effected 
by a new co-ordination of services as between Dominion, pro- 
vinecial and municipal governments. If individual or collective 
governmental efforts at increasing gevernment efficiency were 
made in the next few years, they might suffice to counterbalance 
many of the likely increases in expenditure that were enumerated 
above. Of course, if international trade were to become more 
profitable in the next few years, one might hope for such a 
reduction in relief and other "depression" expenditures that 


total expenditures might even be reduced, for a while at least, 
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even if the new expenditures contemplated above were made. But 
any such hope has to be tempered with the knowledge that relief 
costs proved highly intractable in the recovery years after 
1933: and it is well tc remember that even with imprcved 
international trade, many rehabilitation expenditures on 
equipment and on people may prove to be necessary. Even given 
a rise in the national income, some regions may ccntinue to 
show evidences of distress, and their need for sccial services 
and rehabilitation services may be great. In short, an 
increase in international trade may not yield as great a 
reduction in the so-called "depression" expenditures as is 
suggested at first sight, although any improvement in trade 
would provide seme relief to budgets. 

Future budgets and future economic position 

It is clear that Canada's future economic position 
would be greatly affected by an outbreak of any European war. 
If Caneda were not ameng the belligerent nations, a war would 
probably affect an immense improvement in her econcmic and 
fiscal position (including a reduction of externel debt). If 
Canada were outside the fringe of the actual combat, she would 
likely make the same sort of gains as accrued to the United 
States in the early part of the Great War, and as accrued to 
the United Kingdom in the early part of the Napoleonie wars. 
Canada's economy, and its financial institutions, are fitted to 
provide many of the sinews of war to the combatants. If 
Canada were numbered ameng the belligerents, the effost of a 
war on her long-term economic and financial position is 
impossible to envisage. 

Apart from the ease of war, the future budgetary 
position will be greatly dopendent on the future state of 
internaticnal trade, and particularly so if Canadian governments 
do not integrate their fisoal policies and add them to the 


armoury of economic weapons to be used ta fend off the onslaughts 
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that changes in international trade make on the level of 
Canadian incomes. If international trade suffered fewer 
restrictions in the early future, some significant increase 
in.the national inceme might be hoped for. But at present, 
politics and econemics are appearing to become inseparable in 
more and more countries, and international trade shows little 
evidence of enjoying increasing freedom in the world as a 
whole. Indeed the evidence is mainly to the contrary, and 
the growth of new devices of trade management is already 
beginning to make the old techniques of tariff adjustment and 
commercial treaties appear to be rather immature methods of 
affecting the flow nf trade. If these devices extend in 
®peratien, the effects on Canada may be far-reaching. But if 
international trade suffers no mcre restrictions in the next 
few years than it now does, Canadian governments still have 
two distinct sets of problems confronting them, one concerning 
the shifts that have already occurred in Canada's trade position 
and which have created more than temporary distress in some 
regions, and one concerning the problems that would arise in 
the event of an early recurrence of depression. These 
difficulties seem to resolve themselves into two dilemmas. One 
arises in this way. At present, Canadian governments try, so 
far as they can, to support needy regions. While this course 
is economically justifiable if the industries or regions are 
suffering only temporary difficulty, it is less economioally 
Sustitiable, if they are suffering from a decline in resources 
or a permanent less of markets. For sue eonditions wisdom 
dictates net mere maintenance, but the difficult process of 
Sradual industrial ana population transfer. In so far as this 
problem is not faced, a future depression would further 
complicate the matter, and add to the number of uneconomic 


positions that weuld have to be maintained. 
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if a trade recession should occur in the next few 
years, Canadian governments will face a further dilemma. If 
they act in a negative way, as in the previous depression, 
there will be deficits, cuts in expenditures, increases in 
taxation, further unemployment, and further deficits. The 
downward spiral will be encouraged by the gevernments' budget- 
balancing efforts, and their actions will again tend to 
increase unemployment, add to relief costs and to debts, and 
to smaller chances of balance. If on the cther hand, the 
governments try to pursue a more positive policy, maintaining 
or even expanding capital expenditures, refusing to increase 
tax rates despite declines in revenues, they will again 
encounter debt increases, probably even on a still greater 
scale, for a while at least. 

Hither the negative or the positive policy will 
result in debt increases. The success of the-positive-attitude 
in alleviating the severity of depressions when they sccur 
would depend on the preper co-ordination of fiscal action as a 
whole, and on the integration of this policy with foreign 
exchange, banking, and tariff policy. In view of the lack of 
fiscal co-ordination between governments at present, in view 
of the failure cf their remedial policies to differentiate | 
between permanently and temporarily distressed areas, in view 
of the fact that Cimiieeh caverta have never in the past 
made encugh out of the trade booms (cither by way of debt 
redemption or by the building up of extra-budgetary funds) te 
assist their financing in the subsequent depressions, and in 
view of the unbalanced budgets of the advanced recovery years 
(1936-7) some people may feel uneasy about the probable 
success of any pcsitive policies. 

In ths more rémote future, the budgetary position may 
.be of considerable signifisansce in this ecenomy, as in others. 


In the future, demands for social pregress and reform are 
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likely to increase, and budgets will presumably have to try to 
achieve some balance between social reform cn the cne hand, 

and encouragement t» private enterprise on the other. Put in 
other words, the task >f governments is likely to become 
increasingly the task of getting higher réventios without 
causing undesirable repercussions en the skill and initiative 
of those who motivate private enterprise. This task may 
resolve itself intc two bread movements. 

In the first place, Canadian governments have always 
found themselves undertaking those works which private 
enterprise would not or could not undertake. In only a few 
instances do Canadian governments cperate undertakings that 
yield revenue, notably in the case of liqucr control, some 
power commissions, etc. In the future, governments may have to 
search for the control of a greater number of revenue-producing 
undertakings, so that new sources of revenue will be available 
for meeting the growing expenditures of social reform without 
involving too heavy taxation cn households and firms. Such a 
movement may prove to be of great importance, for it may be 
the only compromise which can at once yield the revenues to 
meet the growing expenditures, and yet hold down, or even 
reduce, the taxes that are distasteful to private enterprise. 
In Canada such a movement would involve no change in principles: 
Canadian governments have always “wned enterprises. The only 
change involved weuld be that they contrelled some more 
profitable enterprises, as an alternative to the maintenance, 
er perhaps the steady increase of,taxation. 

The second movement that may be expected is the 
eradual acceptance of high taxation by househztlds and firms. 
Governments can do much to win the confidence of those on 
whom the dynamics of the economic system depend, so that they 
will continue to give their intelligence and determination to: 
enterprise, even if they do have to share the rewards. Pro- 


bably this confidence can best be won by a determined effort, 
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on the part of governments, to increase their own efficiency. 
Future fiscal action as part of national economic policy 
For as long as one cares to look ahead, the Cenadian 
Pee euey income is likely to be affected by changes in external 
trade. In the past, the regionalism sf the Canadian economy, 
and the divisiecn cf power and lack of co-ordination of fiscal 
policy inherent in federalism, resulted in an aggravation of 
the movements communicated to Canada from the outside world. 
When overseas trade boomed, the governments followed fiscal 
policies that intensified the boom, and when overseas trade 
declined government action again tended to increase the oscilla- 
tion. But a properly co-ordinated system of government ex- 
penditures as a whole, and a properly co-ordinated tax system, 
can if skillfully used, act towards “damping” and reducing 
the variations in the national income caused by changing 
conditions in the outside world. And if fiscal policies are 
used appropriately with other national policies (Monetary, 
tariff, etc.) then the resultant national economic programme 
could go far towards insulating the Canadian national income 
from the far-reaching effects of disturbances in the world of 
trade. At present, external trade conditions communicate wide 
changes to the volume of private investment ant of consumption 
within Canada. But shifts in the volume of (co-ordinated) 
public investment can be used to offset changes in private 
investment, and shifts in the metheds of taxation (e.g. as 
between taxes that mainly have their source in consumption, 
like sales, excise, etc., and those that affect largely the 
volume of savings, like income tax, and especially sur-tax), 
can be used to offset the changes in consumption initiated by 
alteraticns in the external trade position. Acecrdingly changes 
in public investment and changes in tax methcds, if used at the 
proper time and to the proper extent, are important weapons 
for combatting the changes in private investment and consumption 


eonsequent on the international trade positicn. In the same 
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way, fiscal policy can provide compensatory adjustments for 
regional (or industrial) "discriminations" caused by the 
distribution of natural resources, or by the effects of other 
national policies, like the tariff or the monetary policy. 

Today, in most countries, fiscal controls have entered 
the stage of triel and inquiry. But their use in the Canadian 
federal system is perhaps impossible at present. It is 
extremely important however, te recognize that Canada is now 
the only remaining political federation that is attempting to 
operate a completely unco-ordinated fiscal system. In the 
United States, and in Australia, such fiscal readjustments 
have been made (by financial centralization, loan council,etc.) 
that these countries now possess in great measure, co-ordination 
of fiscal actions in the economy as a whole. Canadian 
federalism alone remains completely disintegrated in its 
fiscal policy. It may be possible to state the consequences 
of the Canadian position both in terms of regional loyalties 
and in terms of standard of living. If the Canadian people 
require ten independently operating governments in order to 
satisfy their regional loyalties, then a large part of the 
price to be paid will be the difficulty of formulating a 
national economic programme, and the lack of such a programme 
may be an important determinant of the future standard of 
living in the country as a whole. Already there are evidences 
that the Canadian economy will not manage itself. The wisdom of 
having a coherent economic policy, with also some reserves 
of policy, to meet the eaonomic and financial problems of 
today, and what may be the greater ones of tomorrow, is 
perhaps obvious. 


Problems during period of evolution of national economic 


programme 


The views of the Canadian democracy on issues of 


economic policy are not particulerly precise at present, and 
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the ends of policy cannot be formulated without decisions 
being reached on a number of questions. Among eG ae of 
the most important is whether Canada wishes to try to continue 
her great dependence on exports as the dominant method of 
providing the national income, or whether she would prefer 
deliberately to increase production for home markets at the 
immediate price of perhaps a lower standard of living. These 
questions are for the people and the governments to decide, 
but since the objectives are not likely to be clearly 
' formulated for some time the period of evelution will be 
important. During this period, it is hoped that greater 
clarity can be found on two issues: (1) The economic 128s that 
arises when either private enterprise or government enterprise 
is trying to do something which it is not competent to do: the 
extent to which incoupetent privete enterprise is being 
supported by the tariff, or other state props, is not known, 
but it may be important. With respect to state silts acta ed 
the quality and efficiency of their service, the competence of 
the civil servants, and their freedom from Aaneeit cts by 
privileged groups, are important considerations 6n which 
additional knowledge is necessary before any judgment can he 
made about the competency of governments as a whole, and their 


efficiency relatively to business. 


(4) Some of the more important questiens on which decision is 
required, may be mentioned. Are regional interests in Canada 
more fundamental than national ones? Is a low, relatively 
Stable income preferable to a high but fluctuating one? Is a 
large or small population wanted? How far is the democracy 
willing to go in order to improve its economic position, or is 
effective action against depression incompatible with the 
Canadian view of government? What sort of lack of balance in 
public finance will public opinion willingly accept? Will it 
permit disequilibrium in the provinces so long as the Dominion 
balances its budget? Or will it permit disequilibrium in some 
special extraordinary budget so long as the ordinary budget 
balances? Will people allow the government to borrow cheaply 
from the banks, but shrink at exchange depreciation? Does 
public opinion envisage an economic policy (tariff, currency, 
fiscal, transport) that would benefit the world at large, or 
one that would mainly aim at hoisting Canada on the shoulders 
of other countries? 

These are some of the important issues on which there is 
little precision at present. 
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(2) The wastes that arise when private enterprise 
and government are both competent, but are not pursuing the 
best social ends. Additional knowledge is required about the 
wastage of resources, the extent to which uneconomic industries 
(cr lccalities) are being maintained, and the use of privilege 
for limiting the investment opportunities of others. These 
issues are far beyond the scope of this paper, but they have 
nevertheless an important bearing on the present, and the 
future, financial position. The decision as to economic 
policy and the scientific study of the most efficient methods 
of negotiating that policy in the light of the available 
resources are particularly important in view of the difficult 
job that now confronts the governments. And it is necessary 
that people should become aceustomed to differentiating more 
clearly between economic policy, which is a political issue, 
and the art of co-ordinated administration, which is a matter 
for experts, boards and the like, acting in collaboration. 
These questions were less important when frontier expansion 
was creating general prosperity and apparent progress, when 
the great dependence on a few exports allowed a high standard 
of living (that might have to be propped in depression once 
at least by a 40% increase in national debt), when the 
resources seemed extensive and the debts involved in preparing 
for their utilization seemed likely to be productive, and 
when the different attempts to enjoy the same standard of 
living as in the United States were more justifiable than at 
present. The propinquity of the United States has been 
impertant in creating a desire among Canadians for a standard 
of living comparable to that in America - a desire for 
multiplication of muons ines that Americans buy, like 
automobiles, American amusements, air-cenditioned trains, to 
select only a few items from the beginning of the American 


alphabet. But it is generally recognized that there is a 
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great economic disparity between the resources and the 
entrepreneurial capacities of the two countries. And the 
Canadian attempt to maintain an American stantard of living 

by the sale of natural resources - at best only partially 
worked-up within Canada - tends to lead to new debt levels on 
occasions when resources become thin or when external sales of 
natural products decline. Deficit financing of Canadian 
governments in such periods has been aimed primarily at 
maintaining income: seldom has it aimed at promoting new 
methods of providing national income, st stimulating new 
entrepreneurial activity, or at encouraging necessary readjust~ 
ments within the economy. But the present debt levels and 

the present economic position, considered with the future 
prospects, seem to call for reconsideration of the habits that 
have created the present debts, without having at the same 

time created some more sound income stabilizers than now exist 
in Canada. 

While these matters lie beyond the narrow confines 
of public finance, they are the ultimate determinants of the 
financial position. And they have relevance also to the 
question of the subsidy relationship between the Dominion and 
the provinces. The provinces' need for revenues cannot be 
segregated from the question of the whole economic policy, 
irrespective of how powers and revenues are constitutionally 
distributed between the governments. If public opinion 
dictates that economic ae has to maintain all regions in 
Canada, whether economic or uneconomic, then a subsidy based 
on the "need" of the region can probably fit easily with the 
other matters that secure this end. But if opinion is be- 
ginning to feel that an economic policy should aim at raising 
the national income of Canada, rather than concentrate only 
on raising the national debt, the subsidy then becomes an 


integral part of a co-ordimted fiscal policy. And if the 
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Canadian people feel that national economic enda are more 
fundamental than regional loyalties, then all matters of 
Dominion-provincial relations can be considered in the light 
sf efficiency alcne. The distribution of constitutional 
powers between the governments would then be based on a purely 


pragmatic test - on what the mest efficient distribution of 


(5) 


power is to permit the pursuit of a national economic prsgramme. 


(5) At the time of writing, the public accounts’ investigation 
that was made for this Royal Commission had not reached 
completion. The studies for the single governments were 
available, and these have been used in the sections that 
follow. But the consolidated accounts of the provinces taken 
together were net completed and to that extent, it has been 
impossible here ts give precision to some of the matters that 
eoncern interprovincial, or Dominion-provincial, questions. 
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Dominion Government 


1. Initial Stage 1867 to 1896 
At the close of this early period, the foreign 


investment in C:nada - accumulated since before Confederation 
—- about #1 <2 billion of which $1 billion was British funds. 
About nine-tenths of this investment was in government and 
public securities, and the remainder in railways. This large 
proportion of government borrowing was both cause and effect 
of the phase of economic growth through which the country had 
been passing. The initial requirements for developing a 
national econcmy were mainly those public works that would 
assist the production of Canadian goods and services, and 

this involved the provision of transport and the equipment of 
settlement. Such works were technically large, and therefore 
fitted for government undertaking, or at least government 
guarantees. Such works were, moreover, a necessary condition 
for the expansion of private enterprise within the economy, 
and for the encouragement of home and foreign investment in 
such enterprise. But until the end of the 19th Century, 
economic conditions within Canada, 2nd in the world at large, 
did little to stimulate foreign investment in Canada. Within 
Canada itself, the history of the Grand Trunk investment created 
no preference in the minds of international investors for 
lending tc Cenada. And in the period from 1873 tc LB96... the 
conditions of world trade as a whole did little to provide 
elther the means, or the will, to promote international invest- 
ment anywhere, except perhaps in the United States, on any 
worthwhile scale. That period - known abroad as the Great 
Depression - was a rigorous one for a new Confederation, more 
especially since its territories were large in relation to its 
equipment of communication. An increase in production and in 
new sources of supply, required an extension of the market 
inet or abroad), and a preliminary to that was an increase in 


internal transport and settlement. The limitation of the 
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overseas market in the depression after 1873 turned attention 
to the possibilities of expanding the home market in 
particular. Accordingly, in this initial stage of development, 
Dominion economic policy was directed first at the provision 
of transport, and later at the increase of tariffs (the 
National Policy). 

The transportation development was directed mainly 
at railways and canals, and between 1867 and 1896, these 
accounted for 83% of the Dominion's capital expenditure, the 
larger portion being on railways (61%). This expenditure was 
not spread evenly over the period, but was concentrated in the 
earlier part, making two peaks of capital expenditure, one in 
1873 and one in 1884. 

The former peak ccincided with the end of a beom in 
world trade that had pushed up Canada's exports from $53 
Million in 1867 to $86 million in 1875. The major object of 
capital expenditure at this time was the Intercelonial Railway, 
the peak expenditure being in 1875, after which the Inter- 
colonial expenditures tapered off. Between 1867 and 1875 the 
Intercolenial accounted for over $22 million of the debt 
increase, or almcst 60%. The remainder of the debt increase 
was attributable mainly to the increased debt allowance toe 
provinces, and to the opening of the North-West Territories. 

As the Intercolcnial railway expenditures deelined 
after 1873, new expenditures were undertaken on canals and en 
the Canadian Posific Railway, but capital expenditures as a 
whole remained steady, and on a lower os until 1882, the 
increases on canals being offset by a decline in the expenditures 
on the Intercolonial Railway and on the North: West Territories. 
In these years after 1873, ordinary expenditures rose only 
slightly, the rise being attributable to the increase in 
provincial subsidies in 1873, and to the increased maintenanee 


and operatisn expenses on the expanding railways and canals. 
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The period after the break of the world bsom in 
1873 was a difficult one for the new Dominion, as its export 
trade declined. Imports fell even faster and since customs 
duties formed a large proportion of Dominion revenues 
(approximately 70%) , fovernment revenues also declined. The 
contraction of capital expenditures, as compared to the level 
of 1873 (the expenditures in 1875 were only one-third of those 
in 1873) was designed to check the growth in debt, and to 
reduce the unfavourable commodity trade balance. The con- 
traction of borrowing reduced imports and further emphasized 
the fall-in customs revenues. 

The Dominion tariff policy was altered in L679. , and 
this produced the second wave of capital expenditures. As 
remedial measures to meet the depressed conditions, the so-called 
Netional Policy was adopted and new emphasis was given to 
railway construction, the Canadian Pacific Railway being the 
main project that required completion. As a result of the 
railway policy, capital expenditures reached a new peak in 
1885, and the westward extension of the railway resulted in 
some speculation, and a short-lived boom. Imports rose signifi- 
cantly as against exports until 1883, as a result of the 
expansion of Dominion debt after 1879 and the purchase of 
equipment, and asa result of the boom associated with the 
railway extension. Tnis rise in imports took place despite 
higher tariffs; and revenues rose te a peak in 1883. As the 
capital expenditures tapered off after 1883, and as new 
Dominion borrowing fell annually to 1887, imports declined again, 
and tax revenues fell with them. From then until 1896, capital 
expenditures tended tc decline with some regularity, the canals 
and the St. Lawrenee harbours remaining es the main items of 
expenditure, Although the policy of granting railway subsidies 
was begun in 1884, the amounts involved were not sufficiently 


large to counterbalance the decline in capital expenditures. 
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The previous cepital expenditures had doubled the 
public debt charges, and by 1887 debt charges amounted to 
$9.7 million while the tax revenues were $28.7 million. The 
growing burden of the debt charge, coupled with the desire to 
maintain the credit of Canada in the London market, impressed 
opinion with the advisability of checking new borrowings for 
government capital expenditures. In keeping with this change 
of sentiment, there was a fall in the rate of growth of gross 
debt, and a more modest rate was maintained until new railway 
undertakings required financing after 1907. From 1867 to 
bee” (i.e. to the completion of the early railway building 
programme) gross debt increased by an average of $9 million 
per year: for the next 20-year period to 1907, the increase 
averaged only $6 million per year. After the completion of the 
Canadian Pacific Railway, total expenditure (ordinary and 
capital) changed little until the economic recovery after 1896 
had increased the buoyancy of revenues, and allowed new 
ordinary and capital expenditures to be undertaken - without 
significant increases in debt until after 1907. 

The history of Dominion finance during the Great 
Depression reflected the condition of the economy and the 
attempts of the government to expand that economy. The stag- 
nation of export trade prevented any significant rise in the 
level of Canadian incomes, although some expansion of manufactures 
was apparent under the stimulus of the National POPeey. The | 
proportion of labour employed in manufactures had increased 
from 5% to 8% between 1870 and 1890, but this apparent increase 
in new investment in manufactures was hardly sufficient to offset 
the effect of the depressed export trade on the level of the 
Canadian national income. The two short-lived trade booms of 
1873 and 1884 had been connected with the Dominion capital 
expenditures, and although the consequent rise in imports had 
increased Dominion revenues, the booms had quickly petered out, 


and seemed to have done little to increase permanent revenues. 
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It appeared as if the debt charges were tending to become 
burdensome, and since the good-will of the London money market 
was desired in order to hold down interest rates, now 
borrowing was limited after 1887. But the capital expenditures 
that were undertaken over the period from 1867 tc 1896, while 
they doubled the 01d provincial debts that the Dominion had 
taken over, did something to mitigate the effects of the Great 
Depression on Canada, and did extend equipment and communications 
in the country as a basis for future expansion. 

The fiscal position of the provinces tended to be 
even less favourable in this period. Their expenditures tended 
to outrun revenues, and at the Inter-provincial Cenference of 
1887, it was indicated that a new subsidy arrangement was 
racers Peat the 90's almost all provinces tried to widen 
their revenue basis by the introduction of corporation taxes 
and inheritance duties. The source of most of their revenues 
(apart from subsidies from the Dominion) was in crown lands, 
royalties and fees, and the buoyancy of these revenues was 
Ae seitant on the expansion of staple exports like minerals 
and lumber. This expansion was not possible until after the 
recovery from the Great Depression. The new sources of revenue - 
corporation taxes in particular - depended chiefly on an 
expansion of home industry, but the National Policy and the 
Dominion capital expenditures had so far done little more than 
prepare a geod basis for such expansion. And the revenue 
weapons for catching available rising incomes, like the corpora- 
tion taxes and succession duties, were still new, while more 


direct taxes like the income tax were not yet ccuntenanced. 


é. The Boom Period, 1896-1913 
The sharp rise in internaticnal prices that began in 


4896 was preceded by a rise in wheat prices in 1895, a circumstance 


ee rrp 
(6) In 1870 the Dominion subsidy had been sufficient to cover 
almost 60% of provincial expenditures: by 1890 the subsidy 
covered only absut 35%. 
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that foreshadowed the significance of the ensuing boom for the 
Canadian economy as a whole. In its early phase, the boom 
was characterized by a steep rise in exports that produced, 
almost for the first time since Confederation a surplus of 
exports over imports, and therefore a favourable commodity 
trade balance. The rise in Canadian incomes consequent to the 
increased exports left some surplus available fcr investment 
(including debt redemption) and for purchasing more imports. 
Despite the reduction in import duties in 1897, a reduction 
which Fielding calculated at ee Neletneus did not exceed 
exports by sizeable amounts until 1903 when foreign lending to 
Canada (i.e. to firms and governments other than the Dominion) 
became significant. In the earliest phase of the boom, (i.e. 
1896-1902), the rise in Canadian exports did allow Canadians to 
purchase more imports, and since Dominion revenues depended 
largely on customs duties, the rising imports prcduced rising 
federal revenues. After 1903, when imports began rising faster 
than exports as a result of the growth of foreign lending to 
Canada, Dominion customs duties rose sufficiently to yield 
substantial budgetary surpluses. This connection between the 
level of Dominion revenues and the level of imports, and the 
dependence of these imports on the volume of Canada's borrowing, 
express the fiscal characteristics of the boom period. Ultimately 
the buoyancy of Dominion revenues depended largely on the 
foreign borrowing of Canadian governments and industries, and 
as the borrowing increased, Dominion revenues became sufficiently 
buoyant to yield surpluses, and to permit new Dominion expendi- 
tures (e.g. increase of subsidies to provinces, new capital 
works, etc.). This sensitivity of Dominion revenues to changes 
in the value of imports was both the strength and the weakness 
of the Dominion financial system. So long as the boom advanced 
steadily to its peak in 1912-13, Dominion revenues became 
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(7) Budget Speech 1900, p. 18. 
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increasingly buoyant. But, when imports slackened, as happened 
whenever there was financial stringency abroad (1904, 1907, 
and 1912-3), Dominion revenues fell proportionately, and the 
weakness of the Dominion financial system revealed itself just 
when people thought strength was most required. 

The following chart shows the connection between 
customs duties and imports in the 1900-13. period, and since 
customs duties were about two-thirds of total Dominion revenues 
at this time, the sensitivity of Dominion revenues to changes 


in imports is obvious. 


CHART I. 


I Percentage change in annual imports. 
II Percentage change in annual customs duties. 
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This chart illustrates the fact that any circumstance 
that changed the volume and value of imports would change 
proportionately the main source of revenue of the Dominien 
government. But this fact was not particularly troublesome 
in the pre-war boom, and even when the financial stringency of 
1907-8 reduced the amounts that Canada could borrow, lowered 
Canadian imports, and therefore led to a fall in Dominion 
revenues, no particular reference was made in the budget speeoh 
to the narrowness of the tax base, or to the closeness of 
connection between the level of Dominion revenue and the level 
of imports. The outstanding feature of the period as a whole 
seemed to be the buoyancy of revenues, and a temporary decline 
invited no special comment in 1908. 

But this buoyancy of revenue was due to two happy 
circumstances: the fact ies foreien lending kept increasing 
with some pambieesiveness through the period as a whole, and 
particularly after 1908, and secondly the fact that although 
the funds were lent mainly by the United Kingdom, the import 
goods were purchased mainly from the United States and thus 
paid the maximum tariff rates. But Te if foreign capital had 
still been available, these happy circumstances were being 
removed by the very nature of the Canadian boon, which was 
increasing Canada's equipment and productive capagity,making 
more and more Canadian goods available to Genedien buyers, and 
reducing the necessity of imperting certain goods. As the 
process of investment in Canadian primary and secondary indus- 
tries continued, there was less need to import original capital 
equipment and primary consumption goods for settlement and 
settlers, and this was likely in time to affect Dominion customs 
revenues. But before this effect emerged, the world financial 
2 ee of 1913 caused a sudden drop in international lending, 


leading to financial stringeney for Canada and to a fall in 
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imports, and these in turn furthered the collapse of the land 
booms in Canada, reduced inflated capital values, and further 
reduced Canada's effective demand for imports. The customs 
revenues immediately reflected the changed circumstances, and 
the Dominion revenue system indicated the narrowness of its 
basis. By depending so much on customs duties, and theretore 

on imports, the revenues were open to wide shifts with every 
change in the amount that Canada spent on imports. The weakness 
was revealed therefore before the outbreak of the War, and it 
was clear thet a more satisfactory revenue system would be one 
that would capture income, as in the income tax, or one that 

got revenues from what Canadians spent on all goods, as in the 
sales tax, and more excise taxes. The costs of the War made a 
broader revenue basis increasingly necessary, and also provided 
the opportunity for making the change. 

The buoyancy of the Dominion revenues in the bseom 
period, and the size of the surpluses to which these gave rise, 
were important factors in determining the Dominion's willingness 
to undertake additional expenditures. Accordingly, an attempt 
has been made here to measure the connection between foreign 
borrowing, customs revenues, and federal budgetary surpluses in 
the pre-war period. The excess of commodity imports over 
exports began rising sharply after 1903 and reached its peak 
in 1912. This excess may be taken as a rough indicator of the 
imports that were paid for by berrewed funds. If to this excess, 
the average tariff rate of the time be applied, the result may 
be taken as a rough measure of the amount of Dominion revenues 
that were secured from imports paid for by borrowed funds. The 
amount so calculated is shewn in the chart below. It is 
interesting to compare this ameunt with the annual federal 


budgetary surplus, from 1900 te 1913, 
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CHART II 
I Amount of Deminion surplus on ordinary account. 


II Calculated amount of customs revenue due to imports bought 
by government and industrial borrowing abread. 


Millions of Dollars. 
- 60 


_ There seems to be a fairly close relationship between 
tne absolute amount of surplus-and the amount of revenue that 
came from imports that were bought with borrowed funds. The 
ae RNS connection between the annual changes in "borrowed" 
imports and in the Dominion surpluses, is close. In turn, the 
extension of Dominion surpluses, especially after 1906, was not 
unconnected with the expansion of Dominion undertakings at 
this time. The extension of settlement that was then occurring 
required additional railways, canala, and post offices anyway. 
But ene size of the surpluses after 1906 was also important in 


determining the ability and the willingness of the Domjnion to 
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undertake new works. The possibility of meeting new capital 
works out of surpluses, without appreciably adding to debt, 
must have affected the Dominion's willingness to extend its 
public works and its railway programme. Out of the imports 
that were being "borrowed" by other Canadian governments and by 
industries, the Dominion was able therefore to secure additional 
revenues, and to add to the national capital. But in so far as 
certain new Dominion undertakings, particularly the National 
Transcontinental Railway, cost far more than expected, the 
Dominion itself had to borrow to make up the balance. And when 
international Lending declined in 1907-8 and after 1913, and 
caused a sudden reduction in imports, and therefore in Dominion 
revenues, the Dominion debt was increased pro tanto, in order 
to continue and complete the works in progress. The federal 
capital expensés that had been largely met from customs revenues 
that were buoyed up by the "borrowed" imports of other 
governments and of.industrial borrowers, were transferred in 
depression entirely to the Dominion, and were met dirveculy ny 
Dominion borrawing. 

The peeuliar character of the Dominion government's 
fiscal and financial position in this pre-war period is 
emphasized by contrast with the provincial position. In the 
early stage of the boom (1896-1902) provincial peaiion rose 
slowly. Altheugh the Dominion had cheoked its debt growth 
after 1884 in order to maintain Canada's credit, and although 
the grant of imperial tariff preferences in 1897 and Canada's 
ready assistance in the Boer War had all improved Canada's 
eredit and Loe the placing of Canadian government securities 
on the Trustee List (1900), foreign lending to Canada was still 
modest at a turn of the century, and the Canadian economic 
indices like construction, bank advances, and immigration, did 
not show any marked advance until after 1902. The failure of 


provincial revenues to respond to the initial business upswing 
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and the growing improvement of the Dominion financial position, 
were among the topics of the Interprovincial Conference of 
1902, which repeated the request of the 1887 Conference for a 
readjustment of the Dominion subsidy on the basis of population. 
This request was not granted until the boom had progressed 
further,until bantnion revenues had become more bueyant, and 
the constitution of thé new western provinces had been settled. 
By that time, provincial revenues as a whole were beginning 
to reflect the internal expansion of the Canadian economy. 
These revenues, apart from the subsidy, came from the domain, 
from licences and fees, and from corporation taxes and 
succession duties. The level of provincial revenues, unlike 
those of the Dominion, was less diréctly connected with 
imports, and more directly dependent on ene exploitation of 
resources and on the growth of home industries. The 
exploitation of resources (timber, minerals, etc.), whether 
for use in Canada or for export, raised the domain revenues, 
the royalties, and the licence revenues of the provinces. The 
expansion of the economy, the growth of railways and other 
institutions, and the rise in the levels of corporate and 
private incomes, increased both the corporation taxes and the 
succession duties. As compared with the Dominion government 
which found its main source of revenue in customs duties, - 
on what Canadians bought from abroad, - the provinces found 
their source of revenue in the volume of business in Canada, 
and in the income that was derived from the exports of 
resources and commodities. Of course the provincial révenue 
systems did not at that time use taxes that would make the 
revenues vary in direct propertion to Canadian internal 
economic expansion and to Canadian exports. Nevertheless the 
following chart shows a close correspondence between changes 


in total revenues raised by the provinces, and changes in a 
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(8) 
measure that may be taken roughly to represent the growth of 
Canadian business and of exports. The changes in revenues lag 


one year behind the changes in the business condition. 


CHART IIT 


I Percentage change in annual homo investment plus Gxports. 
II Percentage change in annual rovenucs raisod by provinces. 
Investment years. 
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(8) This measure, called “home investment and exports" was 
constructed by A. Cairneross "Die Kapitaleinfuhr in Kanada". 
Welt. Archiv. Nov. 1957, p. 609, While this measure of the 
level of Catladian income is subjeet to qualifications, its 
rate of change may reflect approximately the rate of change in 
economie conditions during the periad. 
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Dominion revenues, being dependent on imports, were 
sensitive to the Canadian spending on foreign goods, and their 
high level at this time was dependent on the fact that much of 
the spending was done on fereign loaned funds. Provincial 
revenues en the other hand, were mote closely connected with 
the income that was being derived within Canada, from its 
home industries and from its export trade. Since provincial 
revenue systems were not directly based on income taxes at 
this time, it is not surprising that the relation between 
provincial revenues and "home investment and exports" (Chart 3) 
is not more close. Of course, while the provinces as a whole 
tended to have a breader revenue basis than the Dominion at 
this time, the financial position of each individual province 
was dependent very much on its own particular economic position, 
on its natural resources and en its own fiscal policy, (in 
particular the form of its tax svstem). 

While the characteristic of the pre-war revenue 
system was the Dominion's dependence on customs duties, the 
characteristic of Dominion (and previncial) expenditure was the 
volume of government investment. This was mainly in the 
provision of national equipment, principally railways, but 
also in public buildings and institutions, roads, harbours, 
and in some provinces power, telephones and other utilities. 
The nature of the economic expansion, and the nature of the 
system of federation combined to give the total gavernment 
investment of the period certain characteristics. Each 
gevernment, Dominion, provincial, and municipal, within its awn 
sphere, had to reaeh a decision about the prospects of settlement 
within its boundaries and about the capital equipment necessary 
to round out that settlement, and as the boom progressed they 
became less able to take a "commercial view" of the probable 
returns from such investment. From the beginning of the boom, 


the governments’ decisions to invest were not always made in 
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the same way as commercial decisions. The need was to open 
new areas and te expand the economy, and fAecisions were 
ostensibly based on expectations of future "profits" or 
commercial possibilities. The factor that tended to make the 
probability of error great was the presumption that the 
unopened areas contained large resources, abse to maintain 
very large populations, if only the equipment of communication 
and settlement were provided. And the nature of the economic 
expansion that ce taking place did much to enlarge these 
long-term expectations about Canada's future. In the early 
stages of the boom, if syor=lnves tort or improperly directed 
investment dia occur, the rapidity of the separated of the 
whole economy soon seemed to justify the investment, and 
ereated the view that the previous decisions had been made 
on a sound basis. “Since the boom was a long one, and a great 
one as booms go, more venturesome and bolder investment 
decisions were taken, and pften seemed justified, until in the 
last phase (1909-12), the mature of the governments’ investments 
was such that the probability of error in the decisions was 
large. And this was perhaps equally true of private investment 
at this phase of the boom. 

in the pre-war period therefore, there were several 

strong forces tending to expand the scale of government 
investment and services as a whole. 

(a) Optimism about the resources of the country, which 

increased in the later stage of the boom (1908-12), led 

to the desire for a rapid provision of communication and 

settlement (e.g. railways, telephones, agricultural aids, 

roads, harbours, schools, hospitals and aids to immigration). 

Seme of these responsibilities rested on the Dominion 

government and some on the other governments. 

(bob) The faet that private enterprise cauld not provide 
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all, justified government action on a large scale, on the 
ground of social necessity, 

(c) The fact that the governments were independent, with 
real differences of interest, induced them to pursue the 
expenditure policies that seemed best fitted tc meet their 
own requirements. T he net result might, or might not, 
yield a co-ordinated public policy. The investments of 
one government (e.g. in a railway) might render uneconomic 
the investments of another government (e.g. in another 
railway, or competitive highway). 

(ad) The nature of the government investments alss created 
special conditions affecting the scale of investment. 

The cost of necessary equipment (railways particularly, 
but aise roads, harbours, institutions, etc.) was very 
large. In such instances, the choice was between the 
making of a big investment in the particular work, or 

the making of practically none at all. The nature of the 
works made a middle way difficult. And since the 
economic expansion of the country was rapid, there was a 
good chance that the new lump of investment would be 
worth while, And since the alternative - the leaving of 
the work undone - was politically difficult, such jobs 
were more often done than left undone. 

Then when underlying conditions changed and depression 
set in after 1915, there was little choice but to complete 
works in progress. The governments did not have a clean slate 
to work on. They had to take into account the costs to which 
they were already committed and the communities established 
-in areas served by the projects half-completed. These con- 
siderations dominated the establishment of the national railways 
during the War, and also affected certein purely provincial 


undertakings. 


| a F eietaits ott ego "2, ee 
) heteoro COLB ateononenas trasatevog odd to, oration eat (B) 
vdoomtoowat 10 sims odd yattootts enotttbace Late 
viteluo brag axam itm) taomy tape ‘vipaeeoart zo ten, bag 
Ytov 20" (08S emOniay trac! empod tad ebo0% nets. ws 
sit asewsed epw gokoito od: «soon tent stosse mt seutet 
to... A rowW catia a aay of tnombeovat. gid 8 To gate i 
oat Mpa ie ‘oiie te ocon yLisottosna to arias edt. aie 
eit oomie Bok  . tlio. bereh cow alddio s seit mito 
8 aaw otedd bhetet a6w . ond To GOsamey se pares. 
ed Sisow jnombeowttt to qruil weq odd dantt vont. poop 
to gaitveot ont = sv htairte etla oft eonte baa »oLinw disen 


adok clove. teoltth ylinoitifog aw fie baw ATOR meal 


; mm | * Tre! 

senohry viel aad? etiod aet'to tom orew eae 

in eet 

Rolecetyeh Sue hogwado aNokFLha oo aniviteboy sedw rod vn ii ae 
a 


otalgton of Gad eobodo elitii esw etedt eres todte me toa er 

etele asolo s weet fom BLH sinoonteve, siT *: ecilaniae at aatvaae." a 

Aokiw zt: ay rBOo out tawose0s otnl sass os bad yedT fa. xrow ot a 

Sena lldatas oo.) beam edt Sets bests towioo ybaotls ovew yout 

“00 sHedT hate Lqmioe=Tl 01 afoot omg ont vd hbevise asets mt 4 
avewliar Incottan ond to aoaute ! (dates, aft bod eaxkiob sentthaetayy 

latenivorg YLoting titers botdatts oale beg alt adit gat 


J ‘ \ { ee F , 
arp ye. ye hae hee he AO iy a 


aap 
By 1913 the Canadian economy had greatly increased 
its capacity for export: indeed in certain directions the 
capacity had probably increased faster than the exports 
themselves. From 1896 onwards, the external debt payments 
made by governments and private enterprise had increased more 
rapidly than exports, as a result of the scale of borrowing. 
Government finance had contributed to this expansion in the 
manner described above. Buoyant revenues whenever they arose, 
as they did for the Dominion government after 1906, had not 
been used to wipe off developmental (or unproductive) debts, 
but had been "ploughed back" into the Canadian economy, as when 
the Dominion surpluses. were used for new railway construction, 
By 1913 the Dominion government's balance sheet indicated the 
extent to which the government had been concerned with 
developmental expenditures. The outstanding debt was then 
over $520 million as against $285 million for the provinces as 
a whole. The significant Dominion expenditure up to 1913 had 


been on railways, the amounts being as follows: 


Railways 

($000) 

Canadian National and Canadian 
Government Railways 496,266 
Hudson Bay Railway 6,087 
Canadian Pacific Railway Subsidies 48 ,496 
Canadian Pacific Railway Advances 39,749 
Other Railways 7,639 
Total 598,257 


Of which written off to 
Consolidated Fund 91,538 
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The second item in 1913, much less important, was 
for public works, 


Public Works 


: ($000) 

Canals 105,009 
Harbour Improvements 21,600 
River Improvements 19 ,836 
Docks and Terminals 2,725 
Public Buildings 13078 
Miscellaneous 2,467 

Total 164,935 


The third and remaining item of any size was the 
expenditure on Harbour Commissions, which in 1913 totallea 
$30 million. 

Other items, like loans (good or bad), were negligible. 
It is true therefore that at this time the Dominion balance 
sheet indicated that the major capital expenditures had been 
almost entirely directed at development, especially extensive 
development through provision of communications, and that a 
comparatively large amount of these expenditures had been 
written off to the consolidated fund. The annual net debt 
charges were not large, amounting to over 9% of total expenditures. 
In the ordinary budget moreover, about 29% of the current 
expenditures went to transport and steamship subsidies; 
administration of justice, legislation and general government 
took 21%, defence 10%, post office 10%, provincial subsidies 9%, 
and the remaining 12% went to domain, agriculture, public 
welfare and miscellaneous. 

Since a comparatively large part of Canada's equipment, 
especially in communications, had been provided or guaranteed 
by governments, and since a considerable part of the equipment 


was only in process of construction in 1913, the breaking of 
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the boom was bound to involve the implementing of government 
guarantees, and to impose on governments the costs of 
maintenance of the new undertakings, which cost might prove 
large if the previous expectations as to Canada's needs had 
been over-optimistic. In short, gross expenditures were liable 
to imcrease, especially Dominion ones, But the Dominion 
revenue system still had a narrow base. Customs duties yielded 
71% of the total revenue, but their yield was liable to 
considerable reduction with the decline in borrowing and in 
imports. Excise duties yielded 14% of the total revenues but 
they were not elastic. The need for increasing revenue 
possibilities, for enlarging the revenue from Canadian incomes 
or from the spending of these incomes in Canada, was revealing 
itself as the government expenditure requirements increased, 
and as the capital import boom that had buoyed up customs 
duties broke down, 

o. War Finance 

The war period in every country was abnormal, from 
the economic point of view, and the accompanying change in 
social outlook was great, so that the ability and the 
willingness of private enterprise to bear new burdens of taxes, 
and of households to make great savings for war purposes, 
permitted a scale of government taxing and borrowing almost 
impossible bn a peacetime economy, even in conditions of boom. 
In Canada, as in the other belligerent countries, the government 
was on to raise the tax levels after the outbreak of the War. 
This was partly because Canadian opinion did not yet feel 
that the War would be of long duration, and partly because 
Canada entered the War in a period of depression that made new 
tax efforts difficult. For these reasons alone, a significant 
ance in the Dominion revenue system was difficult to achieve 


at the beginning of the War. Furthermore, any attempt of the 
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Dominion to pluck more revenues almost certainly involved some 
poaching on the revenue sources that had been the provinces’ 
preserves. And any such attempt seemed likely tc involve new 
Gay instruments that would prove costly in a short war. 
Accordingly in early 1915, the most obvious method of increasing 
Dominion revenues was to raise customs duties (73%), and to 
borrow from ee United Kingdom for essential war purposes and 
for the complesion of the Canadian railways. 

As the War advanced, however, all the factors that 
affected taxation and borrowing in Canada altered their 
bearing. As Canadian war expenditure increased and as war 
debts mounted, it seemed likely that the Dominion woulda require 
larger revenues in the future, so that the establishment of 
new tax machinery would fill a permanent rather than a temporary 
need, Again, as the War continued, the trade depression gave 
way to recovery which increased national income and therefore 
the amounts available for taxation or government borrowing. 

The War served tc increase the demand for Canadian exports, 
mainly of food and munitions. and by the autumn of 1915 orders 
for munitions reached $600 million, almost half the pre-war 
Capacity of all Canadian manufactures. This, combined with a 
good wheat crop, brought a substantial measure of recovery. 

As the economy as a whole was moving on to a war basis, and as 
the War itself quickened, psychological change was increasing 
the Per ipane Ma were to make sacrifices. These conditions 
made the prospects of a Canadian war loan brighter as the 

year advanced and the first loan was floated with success in 
November, 1915. 

The success of this loan was important psychologically 
in England as well as in Canada. It was floated in the period 
of recovery after the 1913 depression, and the Canadian national - 
income was still low as sompared with the levels to be reached 


at the peak of the war boom (1917) and in the pest-war boom 
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(1919). But in November 1915 income was rising with the 
favourable export position; prices were rising more rapidly 
than costs; the Canadian government met the overseas costs of 
the War by borrowing in Londen, and American lending was 
peginnine: all these conditions increased investment in Canada, 
while the enthusiasm for sacrifices and thrift allowed a higher 
proportion of the income to be saved and devoted to war loans. 
These factors were all present to make this first Canadian 
loan a success. As the time passed, British lending ceased, 
and when the United States entered the War borrowing from that 
source also ceased. But by that time, the rise in Canadian 
incomes was great enough to allow still larger government—loans, 
and in 1917 and in 1918 the favourable merchandise balance 
was sufficiently great -to allow Canada-even to-—export small 
amounts of capital. 

The first loan (1915) paved the way for the great 
Victory Loans that were to follow during the critical years of 
the War. They educated the Canadian public to the use of 
investment securities, extended the machinery for investment 
within Canada, and indicated the possibilities of Canada's 
reliance on her own resources for borrowing. Indeed so rapid 
was the change from Canada's pre-war borrowing position, and 
so surprising was~-the realization that Canada possessed — 
appreciable investible funds of her own, that the emphasis on 
a loan rather than a tax method of war finance may have been 
pushed too far. The government's early financial policy was 
mainly to promote and foster national savings in the war boom, 
Resort to increased taxation was not really made until the 
public indicated its desire for heavier taxation during the 
year 1917. It is true that a Business Profits War Tax had 
been imposed in 1916, but it cevered only large firms and 
absorbed one-fourth of all profits in excess of 7%. In 1917, 


however, the government gave expression to the public sentiment 


for increased taxation by making the profits tax more drastic, 


and by imposing the Income War Tax Act. Had the early war loan 
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been less successful, the government might have found it 
necessary to be a little ahead of public sentiment in the 
matter of increasing taxation. The rise in national income 
from 1915 onwards had increased the taxable capacity of the 
country as well as its ability to save, 

By the spring of 1917 the growth of expenditure 
needs also helped to induce a change in Dominion financial 
policy. The prospects of Amerwica's entry into the War 
indicated the probable closing of the remaining source of 
Canada's external borrowing. The Canadian railway problem was 
beginning to emerge, because, although traffic was still 
increasing, railway costs were rising, and the Dominion was 
faced with the responsibility of taking over half of Canada’s 
railway equipment. In the March budget, it appeared that war 
costs then amounted to more than $533 million, while the public 
debt imcrease in the same war period was $543 million. The 
Dominion was entering the fourth year of the War with few of 
the war costs yet met by taxation. Accordingly, the Business 
Profits War Tax was steepened, but the Finance Minister 
indicated that the institution of the tidbme tax seemed 
inadvisable. But within three months! time, the crisis that 
was developing in British finance indicated that the Dominion 
would have to extend all its financial operations, both in 
taxation and in Canadian loans, and accordingly the Finance 
Minister stated that the time had arrived when "we must resort 
to this measure". By thus introducing the income tax, a 
significant step was taken towards the broadening of the 
Dominion's tax base, and the government was preparing to take 
fuller advantage of the public's willingness to make sacrifices, 
With respect to borrowing, methods were also improved: treasury 
bill financing increased, and a thrift campaign was pushed to 
try to ensure that the first Victory Loan (November, 1917) 
would have a more popular appeal than the previous loans. The 
introduction of the $50.bonds, and more instalment payments 


were also designed to have this effect. Both in size and in 
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distribution this lean was a success, almost one person in ten 
in the population subscribing. The bulk of the loan, as of 
previous ones, was taken up by large interests, particularly 
insurance companies and industrial companies. 

In this oritical year also, the Dominion increased 
its nete-issue by $50 million, reducing the gold backing of 
the issue from 62% in January tc 42% by December. This 
currency @ilution was justified later by Sir Thomas White on 
the grounds of financial necessity, and also on the ground that 
the steep rise in the price-level could absorb this increase 
in currency. 

The subsequent financial history of the war period 
involved a furtherance of the new tax and loan policies 
instituted in 1917. On the taxation side, the Business Profits 
War Tax had its rates increased by the lowering of exemption 
levels in 1918, and by alteration of rates in 1920. In 1921 
it was removed. In 1918 the income tax was altered by 
reduction in exemptions, and by increases in rates in the 
higher income brackets. The income tax was amended considerably 
in 1919 by steeper rates, and in 1920 a surtax was added on 
incomes over $5,000. In that year also the sales tax was 
introduced at 1%, On the berrowing side, the second Victory 
Loan was launched in 1918, ang the volume of small bonds 
($50 and $100) was comparable to that in the first Victory 
Loan, but since the second loan was larger than the first, the 
proportion of small bonds deolined, The third and last 
Victory Loan was floated in 1919, and the amount subscribed 
was somewhat similar to that in the previous Aces By then, 
the propertion of small subscriptions had fallen still further. 


a a 


(9) The amounts subseribed in the three Victory Loans were 
$546 million in 1917, $681 million in 1918, and $620 million 
in, L919. 


Pabibbecéen ntkeg bt » meek docbne oot panera pis bina gamut 
Ro Bebbs Row xadine.n O88 ai dae ,2odee tegoate we Ofer tt 
eine Ket estan ont oaks. a8y, saat ot (1000.2 ow pena, 
total baosa ‘ext cable piloted edt, nO. RE te heouhor aan. 


abacd, Liter XO, omuttoy. ent ae Bnet ak bodvawal. pees 


7% 
rr) 
" 


CIOFOLM Cathe egtst att Pept « 4 oldareaqatoo BOW COOL Bas oat) 
eat. fete with anita nognet gan rend broose wit eogthe sir ued 


il 
Ae 


shBE bos wubas sar )bonbd foab. sbnod Li ap tu nottwogon mS 

fad £29: adit 7 TCM thd: bn Roc see st bstaolt aow raed wtotely | 2 oe 

pg GE NE oer a, eo dy arte ait nt dete oF estate daswouoe osu vy i 
fektiwet [lite tes Lis had eth oi tro oi she i tame wy, mortar, ont | my i 
iret nanan pee SOW | oA 


é era 
Ant TeotoLy ee Fy eit ag Fis eee ws oat i@ ze 
‘aie ‘a é a 4 


o¥itin ‘dose beta ‘lL tor. vil ‘e uf sit a 4 a 


~55- 

The third Victory Loan is distinguishable from the 
two earlier ones mainly by the fact that it was made subject 
to income tax, whereas the earlier ones had possessed tax-free 
privileges. These privileges had been given on the grounds of 
expediency - it was a case of no tax on the bonds or else a 
higher interest rate, according to Sir Thomas ee as On the 
other hand, since the war boom had created many large private 
incomes, and since the recently instituted income tax was 
graduated so as to tap these incomes, there was a distinct 
possibility that owners of such incomes would turn their wealth 
into these securities to escape the tax. And the possibility 
of such legitimate tax evasion would remain, in greater or 
less degree, according to the relative level of the incwume 
tax and the rate of progression, until the last of the tax-free 
renee were recalled. In the second place, the issue of tax- 
exempt government securities made "government" investment 
especially attractive to those investors wh» could best afferd 
to invest in equities. Those persons whose wealth is sufficiently 
great to allow them to diversify their equity holdings and 
thereby spread risks, could not afford to invest in equities 
so long as tax-exempt bonds could be bought. 

The War, by improving Canada's export trade, had 
greatly added to the national income. Had Canada been neutral, 
and had the increased income been used, not to purchase more 
imports, but to repay the debt incurred in the pre-war boom, 
there would have résulted a considerable improvement in Canada's 
external debt: position. But the ae becom did not permit a debt 
reduction; its stimulus went to war consumption purposes almest 
entirely. Accordingly, at the end of the War, the Canadian 
econemy was faced with the meed for rere eae most of its 


pre-war (especially railway) debts abroad, and with the need for 


making money transfers within Canada from producers to those 
a a ee 


(10) Monetary Times, August $1, 1918. 
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who held claims on the state for their war sacrifices: in 
addition, since certain Canadian out outs had been enlarged to 
meet exceptional war demands, some agricultural and industrial 
readjustment would be necessary. Agricultural and industrial 
equipment, much of which had been enlarged to meet a temporary 
war demand, carried a particularly high rate of depreciation, 
(The period of readjustment in agriculture was likely to be 
longer than in manufactures. The demand for many manufactured 
goods would cease with the close of hostilities but it was 
likely to take some years before Europe restored her agricultural 
acreage to pre-war levels, and until that occurred, the European 
demand for the agricultural products of other continents was 
likely to be temporarily high) 

The significant change in the Dominion financial 
position as a result of the War, «s to be found in the new 
level of debt charges. Net debt charges by 1921 exceeded the 
total expenditures of 1913: pensions alone amounted to about 
40% of the 1913 expenditure level. The outstanding changes 


in the balance sheet were as follows: 


1913 1921 
($000) ($000) 
War ~ 1,684,513 
Government shipbuilding - 57,288 
Soldiers’ Land Settlement - 78,293 
Loans to foreign governments 
(part-interest bearing) - 7 54S 
Canadian National and Canadian 
government railways 496,266 3,850,012 
Hudson Bay Railway 6,087 20,624 
Public Works | 164,935 208 , 563 


Total outstanding debt 520 ,837 3,920,039 
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The changed debt situation (exactly $3 billion increase 
between 1913 and 1921) was attributable mainly to the War, but 
the railway problem now reflected itself in the Dominion 
balance-sheet, the Dominion having been compelled during the 
War to take over and operate the two bankrupt systems. The 
above changes in the balance sheet illustrate, therefore, not 
only the effect of the War itself, but also the effects of 
pre-war railway pclicy and war-time fiscal policy. As we have 
seen, it was not until 1920 that the Dominion tax base was 
fully breadened, and by that time economic conditions were not 
such as ee permit large tax yields. As e result, war financing 
had been very much a matter of government borrowing, more so 
than if it had been possible to take full advantage of people's 
willingness to bear sacrifices. In wars, governments tend to 
ask of some citizens full sacrifice of their physical strength, 
but of others they ask only small sacrifices of financial 
strength, and this fact is not unconnected with post-war demands 
for pensions, social services, etc., on the part of those who 
have risked more than wealth. As a result of delay in requiring 
financial sacrifices during wars, governments in post-war 
periods are heavily indebted to bondholders, and find it difficult 
to justify moderation in grants of social and other services. 
These conditions were not peculiar to Canada. But they were 
added to other peculiar Canadian ecnditicns that created 
budgetary as well as economic difficulty. The war bcoom had 
done little to reduce pre-war indebtedness, and in part this 
showed itself in the railway indebtedness in the Dominion 
balance sheet. But the budgetary difficulty was unlikely to be 
only a matter of the new Dominion debt structure. The necessity 
of economic readjustment within Canada was likely to add to the 
budgetary problem. In Canada, as in other countries, it was 
post-war, rather than war finanee, that was troublesome, and 


this difficulty only emerged when the period of borrowing or 
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inflation ended. The subsequent deflation which appreciated 
the holdings of the new mass of rentiers, at the same time 
increased the frictions that were present as the economy tried 
to adjust itself from war to normal requirements. The more 
difficult this readjustment, the greater was the budgetary 
problem, for not only was taxable capacity lowered by declines 
in employment, but new expenditures emerged in increased 
railway deficits and relief. Some of these costs of industrial 
readjustment were likely to lead te demands for new services 
for which provincial governments were responsible, and if their 
revenue possibilities were limited, they also might seek 
federal aid. On several sides, therefore, the Dominion 
financial position was likely to be rendered difficult at the 
end of the War. Moreover, its expenditure needs were likely 
te grow and its revenue possibilities to decline as deflation 
proceeded and the Canadian dollar appreciated in terms of the 
pound sterling. The broadening of the base of the Dominion 
revenue system towards the end of the War was not likely to 


prove only a tempcrary necessity. 


4. Post-War Dominion Finance 

As already indicated, the post-war financial position 
was dictated largely by the pre-war one (debt position of the 
economy as a whole and over-expansion of railways) and by the 
war finance (its extent, and the emphasis on loans as against 
taxation). But the post-war period was characterized by more 
than a mere enlargement of the scope of government finance. It 
was characterized by significant changes in overseas countries 
as buyers of, and.competitors-with, Canadian goods, and by 
changes in the framework within which the Canadian system of 
private enterprise operated. ) 

The extent to which government finance had increased 
- its importance in the economy is evident by the fact that by 


1921 20% of the national income was taken in taxation for 
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government services (i.e. all Canadian governments), and well 
over 5% of the national income went to debs transfers, somewhat | 
over half of this amount being for external debt. 

The extent to which other countries had been affected 
by the War did not reveal itself immediately. The decline in 
England's financial position, in her ability to import goods 
and export capital, and the strengthening of the United States 
position in the same respects, was evident fairly soon after 
the War. But the full extent of the financial weakness in 
Europe, the growth of industry in non-European countries 
(including the Uy. S. a.) the desire.of these latter to protect 
their new industries, and the eventual counterpart of this in 
the growth of European protectionism, especially in the rush 
for cover from the 1931 depression, were all factors affecting 
Canada's export position, although their full significance was 
not revealed until the second Great Depression (i.e. after 1930), 

The change in the framework within which the Canadian 
system of private enterprise operated may be indicated by 
considering the framework as of three parts. 

(1) The psychological factors that determine the house- 
hold demand for goods, the prevailing ideas about 
the functions of the state, international economic 
relations, etc. 

(2) The technical factors that determine the productive 
methods available, and applicable to the ceuntry's 
resources. 

(3) The institutional factors, including the nature of 
the state, the nature of the principle of private 
property, the monetary and banking mechanism used. 

Each of these factors was modified to some extent by 
the War, its costs and its effects. There was a change in the 
social organization, and that change affected the operation of 
the economic system, which in turn affected the expenditures 
of all governments as well as their tax possibilities. But 


while most countries experienced similar changes, the effect 


in Canada was heightened by a special circumstance. In Canada 
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after the War, the slowing down of the rate of economic progress 
was an important contributor to the change in social philosophy 
that was taking place. The War had increased the number of 
private Canadian fortunes, and the decline in the rate of economic 
pregress had aided the pracess of social stratification. The 
rate of econemic progress was no longer the solvent to most 
social problems. Indeed the pre-war rate seemed to have added 
to social and economic problems, partly by its provision of a 
volume of equipment sufficient for a very large population, 
and partly by the addition of the young immigrant "block" to the 
population, ~The consequent distortion of the Canadian age 
structure led to different sets of social problems at different 

times. As the children of the immigrant "block" came to school 
‘SERS: the educational equipment (particularly in certain 
provinces) had to take care of this peak, and there were unused 
educational facilities in certain regions as the children moved 
into occupations. Then occurred @ period when emplceyment 
opportunities for young people were insufficient to meet the 
demand, The 1931 census indicated the emergence of this problem, 
and the form it was when In the future, the age-distribution 
of Canada's population will result in an old age "block", with 
effects on the volume of old age pensions. 

But the effects of the post-war change in the rate of 
econemic progress became apparent only slowly before the depression, 
The war boom had concealed the fact that other countries were 
Likely to increase their cutput of competitive goods (particularly 
Wheat), and that Canada's conjectural resources, rather than 
those that were known and exploited, had been impartant in 
creating optimism with respest to her economic future. Nevertheless 
the gradual emergence of certain social problems in the post-war 
period indicated a change in Canada's rate of economic progress. 
ra rene eC Ae a 
(11) Census 1931, Vol. 1, p. 278 for age-distributions in 
Occupations; p. 201 for age-distributions in provinces. 
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This change combined with the effects of the War to wives the 
psychological, technical and institutional factors in Canada's 
econony. 

On the psychological side, the War quickened the 
growth of the social conscience, reflected in the enlargement 
of the social and welfare services of the state. New services 
came into existence and older ones were enlarged. In Canada, 
these lay mainly on the provincial (and municipal) governments, 
and affected their debt and tax levels during and after the War. 
As already mentioned, there is some indication that the 
enlargement of social services is connected also with the 
increasing stratification of society: that because of the 
nature of the distribution of wealth, citizens near the margin 
ef subsistence have come to be considered deserving of special 
state aid, or services free or at less than cost. Anyway, in 
the post-war period, Canadian governments devoted increased 
expenditures to the main risks to which labour is prone - risk 
of destitution through unemployment, sickness or old age - as 
well as to the provision of certain other services at less than 
cost. In the depression, the provisicn of these services and 
of relief became a national problem, and had to be met from 
Dominion as well as provincial and municipal revenue sources. 
But apart from depressions and the deficit financing associated 
with such periods, the tendency towards expansion of social 
services raises at least two important problems in financing. 
i ar en services are financed by taxes that increase the 
costs of producers, this increase, even if slight, may affect 
the volume of output, or even the competitive position of 
producers, especially in international competition with countries 
that do not have such services or that for other reasons are in 
a stronger position than Canada. If taxes for social services 
dy produce this result, there is danger of a vicious circle 


being created - new services adding to taxation, which may 
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curtail output and employment, and require further extension 
of services. (2) If the social services lie mainly on local 
governments (provincial and municipal), then the less prosperous 
the region, the more are local industries affected by the 
additional taxation. Only a few areas have sufficient control 
over prices of their goods to enable them to pass texation on 
to consumers in other areas. The less fortunate economic regions 
are seldom in this position, and social services, growing with 
their economic misfortunes, may add a cumuletive handicap to 
their local industries. Thus if economic retardation is very 
marked in some regions of a country, it may happen thet the 
areas most needing social services are those least able to 
provide them. 

On the technical side, the War alteted the framework 
of the Canadian economy, mainly by the enlargement of out put 
for war demands - wheat, Munitiens, certain manufactures, lumber, 
etc. In addition, the War served to prep certain industries 
that had expanded to meet the pre-war boom, jndustries that 
were threatened with callapse-when-that-boom-ended. Their 
collapse was postponed until the post-war depression (1921), 

In all these cases, readjustment was necessary, and Dominion and 
provincial financial aid to the localities and individuals 
affected was somewhat analogous to war pensions. But in some 
industries, particularly wheat growing, readjustment took time, 
European wheat aereage did not recovet its pre-war ileve]. ti] 
1926, and even then the aceident of poor Eurapean yields and 

the stimulation of consumptian by the werld boom through 1927 
and 1928 hid the necessity of full Canadian readjustment of 
acreage till after 1929, 

On the institutional side the War had striking effects 
on the state, the banking system and private property. It pré~ 
duced greater intervention by the state in the economic system, 
more centralized banking management , and a modification of the 


individual's right to full use of the fruits of his labcur and 
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wealth, (In general, the larger the income the greater the 
modification.) 

Changes in the Canadian monetary system (i.e. re- 
laxation of currenty and banking restrictions) began on the 
first day of the War. Although the banking system restrained 
itself in investing in government securities, the emergence of a 
domestic bond market, the institution of the Finance Act, and 
the growing mass of governmental obligations all affected the 
structure and the operation of the monetary system. In the 
post-war period in Canada, as in the other belligerent countries, 
there remained a mass of governmental financial obligations that 
Tepresented, not internal or external trade indebtedness, but 
largely the claims of those who had lent their labour or capital 
for war purposes, claims for an annual share of the current 
returns from industry and trade. Finance was no longer the 
handmaiden of industry alone. It had to serve both government 
commitments and industrial needs, And there are signs in Canada, 
as elsewhere, that there has been a decline in the demand for 
that type of service which banks formerly delighted in - the 
provision of working capital by short-term loans. Hence banks 
as a whole have been free to take up gore of the government debt 
than they might have er bg Oe the general public and 
industrial companies, the latter having grown in average size, 
have provided more of the working capital of industry and 
commerce. As a result of the new levels of government activity, 
particularly the new government function as en agent of transfer 
of funds to creditors (home and abroad), the post-war banking 
Systems have had to give new attention to management of 
currency and to governmental requirements, and consequently new 
banking techniques have been evolved (open-market policy, short- 
term balances and latterly exahange equalization). In most 
countries that lacked a central pe the need for one was 


indicated at the Genoa Conference (1922). The creation of the 


i ae Fe 
(12) Since public opinion has apparently accepted the new level 
of government financing that has been done by banks in the past 
few years, it would be interesting te know what further se overn- 
ment interventions would be sanctioned in the same way. 
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Canadian central bank, however, did not ocour until financial 
difficulties in the depression after 1929 further emphasized 
the importance of government finance and monetary policy in 
the Canadian economy. Since the creation of the central bank, 
the Canadian monetary mechanism has so changed that monetary 
policy has become a causal factor of new significance in 
future economic change. 

| The fact that government debts, expenditure, and taxes 
took an increased share of the national income in the post-war 
period involved some change in social organization that is not 
without significance in the operation of private enterprise. 
Of the total tax system of the Canadian governments as a whole, 
only a part - although an increasing part - is proportioned -to 
incomes and profits. But the total tax system, whether it lies 
on costs, or whether it is in,part shifted to prices, to lower 
wages, or even to reduced employment of labour, has in the last 
few years, become increasingly regarded by producers as a burden, 
The additional taxation that arose during the war period was 
regarded lergely as an emergency measure, and in the good business 
years from 1925 to 1929 the reduction of Dominion and most 
Brey indiait tax clita seemed ta bear out the hope that the war 
taxation levels had been temporary. The increases in taxation 
in the depression years (1931-3) created further disturbance, 
but then again, this pericd was considered abnormal. But now, 
' after several years of economic recovery, tax rates have 
eee ene than diminished, and since a further 
depressiou might involve still higher rates, households and 
firms now generally realize that high taxes are likely to 
persist and perhaps even to become "normal". Accordingly, the 
question of the present and future influence of taxation on 


the incentives to investment is of more importance than at any 


(13) e.g. Dominion surtax and corporation taxes raised in 1995: 
corporation tax and sales tax further raised in 1936. 
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Previous..tines...[ tris true, of course, that governments transfer 
large parts of the taxes levied to bond-holders, to those 
feneiving services free or at less than cost, and to other 
s0vernment purposes, so that a large part of the state expendi- 
ture again enters the income stream of private households and 
firms. (The question of how large a part sf taxation re-enters 
the income stream, and particularly the incomes of these on 
whom the volume of investment depends, is of fundamental 
importance, and will be discussed later.) It is true also in a 
liberal-democratic state that governmental financial action as 
& whole must have some dependence on the desires of the people z 
as a whole. Nevertheless, the individual taxpayer (whether 
household or firm) regards state action, not as being determined 
by him, but as a determinant that, among others, affects the 
cost of the goods or services he buys, and alse the level of 
income remaining to him for consumption and saving. And these 
‘oonsidsrations Pantoeee te, importance if the economy is in a 
condition of recession or depression. The modification of the 
principle of private property, towards the idea that the state 
can thus an increasing share of the returns of labour and 
enterprise, can be accepted willingly by the taxpayer only when 
he agrees that the post-war social organization necessitates 
this sharing of current income with the state. Accordingly, 
the task of getting higher taxatisn out of a community, without 
causing repercussion on enterprise, is in part the task of 
managing human nature so that those on whom the dynamics of the 
economic system depend will soneinae to give their intelligence, 
determination, and skill to enterprise, even if they do have to 
share the rewards. | | 

Unfortunately wars, and now also major depressions, 
carry government expenditures and taxes to new levels comparatively 
quickly so that there is not always time for willing acceptance 


of the new government action by taxpayers. The immediate reaction 
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to a sudden raising of the level of state action, particularly 
in taxation, may induce firms to try to bolster existent 
economic positions by regulation of prices and quantities, or 
by attempts at such regulation. 5 } 

3 By 1921 the Dominion revenue system was broader and 
deeper than before the War, particularly in taxation. The 


following table indicates the change: 


1913 1921 

| ($000) ($000) 
“Customs duties 104,691 105,687 
Exoise 21,452 P 36,755 
Sales Tax - 61,273 
Manufactures, stamps, etc. ~ 12,3583 
Corporation Income - 38 , 864 
Other - 2,528 
Business Profits - 22,816 
Income Tax on persons - 39,821 
Miscellaneous 1,335 396 
Tax Revenue 127 ,478 320 , 325 
Total Revenue 148,101 359,386 


Both before and after the War, the tax revenues 
amounted to about 86% of total revenue. In the tax revenues, 
the change from the pre-war dependence on customs duties is 
marked. These duties varied little in amount as between the 
two depression years 1913 and 1921, There was a slight increase 
in the yield of excise duties, but the remainder of the tax 
system was due to the innovations during the War; in 1921, the 
new taxes yielded 55% of the tax revenues. 

On the expenditure side, the significant changes are 


indicated in the following table: 


1913 1921 
($000) ($000 ) 
Net Debt 12,213 152,488(a) 
Pensions 94 53,688 
Transport 37,651 42,772(a) 
Government 27 e257 47,255 
Defence 13,812 L7 ome 
Subsidies 11,280 Le ,ale 
Domain Bis OF 11,914 
Post Office 12,822 30,447 
Welfare, Education and 
Agriculture O.L/6 13,208 
Total Expenditure LOL LOS 381,345 


(a) Interest on Canadian National Railway issues, included in 
net debt charges, $36,337,000. 
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The growth in debt, pensions, and transport is Signifi- 
cant. The transport and net debt charge items include the 
railway deficit of $50 million in 1921, but this item was liable 
to decrease with economic recovery. Net debt, pensions, and 
transport had formed 38% of 1913 expenditures, but 65% of 1921 
expenditures. Although all items of expenditure had grown, the 
old Dominion functions (government, defence, subsidies to 
provinces, and domain) had fallen in importance: in 1913 they 
combined to account for 46% of the expenditure, but by 1921 
they amounted to only 23%. 

As compared with provincial and municipal expenditures, 
the Dominion outlay had grown more rapidly after 1913, as a 
result of the War and the transport costs. But expenditures by 
other governments also grew appreciably between 1913 and 1921, 
While the Dominion outlay rose by 191%, the provincial rose by 
87%, and the municipal by 131%, As a result, by 1921, the total 
tax collections of all Canadian governments amounted to an 
appreciable part of the national income, calculated at 
approximately 20%. 

The actual distribution of this expenditure of government 
os Geli icult fo summarize, but it may be roughly indicated. In 
the depression year 1921, the Dominion and provincial expenditures 
might be summarized ag follows: 

(1) Payments to those Canadians to whom the governments were 
indebted (internal bondholders and pensioners). This 
item was probably the largest of the transfers from 
taxpayers to other Canadians, and may have amounted to 
one-quarter of the total government expenditure. 

(2) Expenditures on behalf of all citizens through certain 
services of government (governing, legislation, justice, 
post-office and defence). This took probably one-quarter 
of total expenditures. 

(3) Expenditures directed mainly at the benefit of citizens 
in certain areas by means of public works and transport, - 
about one-fifth of total expenditure, 

(4) Expenditures for the benefit of future citizens, in 
education and natural resources management, - less than 


one-tenth of total expenditure, 


(5) Payments to those getting social services, - less than 
5% of the total. 
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(6) Payments to foreigners to whom Canada was indebted: 
the amount of debt being paid externally may have 
amounted to about 15% of the Dominion and provincial 
expenditures. This amount represented a real deduction 
from Canadian incomes, whereas the preceding items 
represented a transfer of national income within Canada, 
The above distribution characterized a depression year 
just at the end of the War. In the boom years, the transport 
payments would be smaller by reason of the smaller railway 
deficit. In depression years, as social philosophy moved on 
towards greater diffusion of welfare services, the significance 
of that item would also change. 
The new level of government expenditures as a whole 
was not likely to remain unchanged after 1921. Apart from the 
effects of depressions on expenditures and revenues, the trend 
of expenditure as a whole was likely to be upward, The change 
in the rate of economic progress, the necessity for taking 
greater care of both human and physical resources,-—the-need for 
capital works, in railroads, highways, utilities and other 
physical forms that might appear likely to stimulate regional 
enterprise, all indicated that expenditures would tend to rise 
for governments as a whole. Between 1921 and 1930 provincial 
expenditures on current account increased by 106%, and Dominion 
expenditures by 10%, Im the Dominion, however, the trend had 
tended to be downward until 1926. In the provinces, which 
had incurred new debts for highways, utilities, and public works 
during the 20's, net debt charges rose; at the same time new 
public welfare services, and additional attention to provincial 
domains, tended to push up provincial expenditures with some degree 
of regularity after the War, The Dominion however managed to 
reduce its debt charges: the expenditures on railway deficits fell 
epi aiy: especially in the 1925-8 boom years: pensions declined 
to 1926, and the general financial position permitted some steady 


decline in Dominion taxation after 1924, beginning with a 
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reduction in the sales tax from the 6% level to which it had 
been stepped up in the post-war depression years. But although 
Dominion expenditures appeared to be more amenable toa con- 
traction than those of the provinces as a whole, and although 
the Dominion did manage to secure a small reduction in its 
outstanding debt between 1925 and ee its financial position 
was dominated by much the same forces as were affecting the 
provincial budgets. 

the expenditure needs and the revenue possibilities of 
all governments were associated with the level of national 
income. If it rose, expenditures on railway and other utility 
deficits declined and welfare needs tended to fall, while at the 
same time revenues became more buoyant. But the level of 
national income depended in turn very much on the Canadian export 
position. Thus when fereign trade improved between 1925 and 
1928, the increase in Canadian employment improved the railway 
position, lowered certain other government expenditures, 
impreved revenues, and even permitted new expenditures on public 
works of different sorts. The latter tended to add to the 
Magnitude of the boom. When foreign trade was depressed, as in 
1920-1 and 1929-30, the opposite condition held. The reduction 
in trade and employment added to railway and cther utility 
deficits, added to welfare expenditures, led to increased 
taxation, and tended to reduce expenditures on yublic works. In 
the post-war depressions, therefore, Canadian governments as a 
whole, by their fiscal actions, tended to reduce their own 
investments, and to spend more cn utility deficits and on welfare, 
Because so large a part of the natisn's physical capital was 
ewned (or guaranteed) by governments, depressions added 
increasingly to the normal post-war budget problem: and since 
soeial philosophy was changing, depressions added to welfare 


costs and introduced a further element of budgetary difficulty. 
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(14) It fell from $3,575,419,000 in 1925 to $3,491,648,000 in 
1928. 
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If governments met these difficulties by contracting their own 
investments in Canada, or by creating tax systems that did 
aiything to hinder private investment, they were likely to 
discourage the exchange of goods and services within Cenada - 
an activity which is something of an altdmative to exports as 
a@ provider of national income. Accordingly, in the post-war 
period, when new levels of government activity were reached and 
showed a tendency to rise further in depression, any failure to 
recognize the influence of fiscal policy on Canada's home trade 
might nullify the other national efforts that were being made 
to try to maintain income by strengthening the international 
trade position, (e.g. by tariffs, trade agreements, or exchange 
‘poljcy, if resorted to). 
| The importance of fiscal action as a factor affecting 
the extent of private investment in Canada, may be roughly 
indicated by the fact that government expenditures as a whole 
amount now to about one-third of the national income. The 
direction of these expenditures, their distribution to different 
purposes and localities, is important in directly affecting the. 
direction and the volume of home trade. The method of raising 
the funds by taxes (or taxes plus deficits) is both directly and 
indirectly important in affecting the jeyvel of investment. So 
far as deficits involve new bank credit, they are directly 
expansionist in their influence. So far as taxes are raised in 
the ways least likely to add to costs, they are indirectly 
important as creating the least possible disturbance to private 
enterprise. If the revenue methods are ill-considered, their 
adverse effeots on private investment may offset whatever 
beneficial effects accrue from the governments' expenditures as 
incentives to investment. | 
The question of the effect of taxation on investment 
is not readily answerable, but several features of the relatien 


of high taxation to enterprise have to be borne in mind. At 
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any particular time, it is not easy te define a thigh' tax. 
Some taxes which were considered onerous in the pre-war period 
are no longer thought so: others that appear heavy in depressions 
become unimportant in booms. And this raises the question of 
the psychological effect of taxation, a matter which tends to 
be of prime importance at present, since, as we have argued 
Riot ee has been some recent realizetion that the 
present tax levels are liable to persist. The expectation of 
the maintenance of the present tax-levels, or even the fear 
that recent additions te government debts are likely to increase 
future taxes, may prove to be more effective in delaying 
private investment than the fact of the taxation itself, Un- 
fortunately, the present tax method; and recent tax history, 
de little to minimize the effects of taxation. The loosely 
knit nature of the tax system as a whole, the tendency for much 
of the structure to be on industrial costs rather than on 
returns, and the habit of raising these taxes without discrimina- 
tion in depression periods, suggest that the Canadian tax 
system as a whole is not calculated to produce the least dis- 
turbing effects. In depression, or in areas suffering economic 
retardation, the additional taxation created by these adverse 
economic conditions, discourages investment. As a factor 
amplifying the periodic swings in the Canadian economy, reducing 
its burdens in booms, and adding to them in depression, the 
Canadian tax system is no longer insignificant. 

With respect to expenditures, it has been already 
indicated, that the post-war tendenay has been to reduce the 
governments’ expenditures on investments (public works, eapital 
maintenanee, conservation of respurces, etc.) in depressions, 
and te add to them in booms. Like taxes, this part of fiscal 
action has also tended tq exaggerate the swings in the economy, 
and to make the latter mare than ever dependent on a favourable 


export position, It is a commonplace that the Canadian 
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economy is dependent on exports. But the extent to which the 
fiscal action of the povermmen te has added to the Canadian 

booms that a favourable expart trade created, and deepened the 
depressions that ensued from international trade dislocation, 
has not always been given proper emphasis. 

With respect to another group of expenditures, a 
similar unfortunate circumstance may arise. That portion of 
the taxation which goes to internal debt holders (individuals, 
banks, etc.) has usually been assumed to re-enter the income 
stream immediately, so that the transfer from taxpayers to 
bondholders, and from them back to business, is quickly effected 
without economic disturbance. But since taxpayers give up 
certain consumptions (or savings), it will be necessary for 
bondholders to utilize the funds for consumption or savings in 
order to prevent internal trade disturbance. Some of the 
intermal debt payments are probably spent when received, and 
re-enter the income stream without creating disturbance. The 
remainder, which is saved, is the part that may create distur- 
bance. If the external trade condition is favourable, and is 
stimulating Canadian industries, the funds that are transferred 
te government bondholders are then readily available for use in 
the investment opportunities in both home and foreign trade 
industries. If, however, external trade seems to be declining, 
and Canadian home trade is lagging or depressed, the funds that 
are transferred to bondholders may be saved, pending new 
investment opportunities. In these conditions, the funds 
transferred to the bondholders are likely to be available only 
fer credit-worthy borrowers, and in view of the ecenomic 
conditions, only governments may appear credit-worthy. In sueh 
conditions, when trade seems to be declining, the transfers to 
bondholders who save, will in themselves do nothing very 
positive to stimulate investment, or to compensate for any 


reduced consumption that has resulted from the payment of taxes 
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to meet this debt interest. Thus the post-war level of 
internal debt has been another important factor contributing to 
the swings in the economic system. Canadian governments as a 
whole made no positive, concerted effort to expand public 
investment, on those occasions in which private investment 
began to lag, occasions in which the investible funds became 
more available for governments than for private enterprise. 

In depression, it is true, the money rates of 
interest may be lowered directly by banking policy, or indirectly 
through the actions of the private investors. But if private 
investment is lagging, this action will result mainly in raising 
the prices of gilt-edged securities, in revealing the willingness 
of investors to invest only in government securities. And even 
if there is some reduction in money rates for private borrowers 
in depressions, this reduction may not be sufficient to 
counteract the business man's low estimation of the profit 
possibilities, until some evidence exists that the depression 
is about to give way to recovery. 

Accordingly, in the post-war period two sets of forces 
impinged on the Canadian economy. On the one side was the 
long-term change in position due to the change in esonomic 
progress, and coupled with this was the new level of government 
debts and welfare services. The economic structure required 
gradual and careful remedy, and the financial structure, with 
its new level of commitments and of taxation, also merited 
readjustment. On the other side was the short-term position 
dictated primarily by the profitability or otherwise of the 
export trade. When that trade was satisfactory many of the 
long-term factors ceased te exert their influence. The upswing 
that good overseas trading produced was a solvent te both 
economic and financial difficulties: revenues became buoyant, 
tax rates became unimportant, debt transfers encouraged the 
boom and deficits declined. But when overseas trade was 
depressed, then the long-term factors renewed, and sometimes 


ewen increased, their influence. 
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These conditions suggest that appropriate government 
action would have been directed at the twin elementals; the 
gradual improvement of the long-term position and, since that 
position was sensitive to disturbance, the taking of measures 
that would at least try to prevent short-term movements of 
external trade from creating too extreme fluctuations within 
Canada itself. These two problems were different in kind, the 
former calling for careful improvement of the efficiency of 
both the economic and the financial system, and the latter 
requiring expansionist measures to meet temporary external 
trade disturbances. Since some discussion of these matters 
was raised in the Introduction, it is sufficient here to 
indicate that an economic and fiscal policy to meet either the 
long-term or short-term disturbances was not forthcoming, for 
reasons already given. Indeed no conscious fiscal policy 
existed, to meet either the structural or the cyclical needs. 
The governments as a whole regarded their fiscal position, not 
as a determinant of investment and intensive development of 
resources, but as something dictated to them by the economic 
position of the moment, and that position in turn was dependent, 
in such circumstances, on the export trade. Expenditures, 
taxes, and deficits varied in response to external conditions, 
When these conditions yielded prosperity (1925-8), certain 
deficit expenditures fell (on utilities, etc.), revenues became 
buoyant, and governments felt able to make new expenditures or 
to reduce taxes. In depressions, the opposite held. But 
although governments seemed to regard their fiscal position as 
being determined for them, it was nevertheless directly - 
although not as a conscious policy - affecting the level of 
investment. In booms, new government investments and reduced 
taxation stimulated the incentives of private enterprise to 
invest. In depressions, the curtailment of governments! direct 


investments, and the raising of taxes without discrimination, 
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did nothing to encourage private investment, or to maintain 
total investment. Fiscal policy, it must be emphasized, has a 
new importance in the economic system when government activity 
as a whole forms so large a part of the national income. In 
short, the fundamental problem of Canadian government financing 
in the post-war period was rather a question of the relations 
between government as a whole and industry, than a question of 
financial relations between tis ereees and provincial 
governments. If any region suffered retardation in its export 
trade, its government financing wsuld prove difficult, and 
might lead to claims for assistance from the central government. 
But if foreign trade as a whole suffered, all governments were 
likely to find expenditures increasing and revenues decreasing: 
in such a case the fundamental question related to the cause 
of the general difficulty, namely the fall in national income. 
In the present recovery from the depression, with the further 
disturbances to international trade that have followed from 
the emergence of “war economies" overseas, the maintenance of 
Canadian inoome may prove to be largely a matter of inducing 
home investment. If that be so, an important function of public 
finance is to direct government expenditures as a whole so as 
to stimulate investment, and to re-allocate taxes ina way that 
will least deter private enterprise. Dominion-provincial- 
municipal financial relations form a part of this wider issue. 
And it has to be asked whether the constitutional distribution 
of powers and revenues as between the different governments 
ought, or can, be so arranged as (1) to increase the efficiency 
ef expenditures and taxation (i.e. yield maximum benefit for 
the given expenditures, and raise the revenues with the minimum 
of disturbance te enterprise), (2) to provide when necessary a 
national fiscal policy as an additional instrument of economic 
control, to be used together with banking, tariff, and transport 


policy when severe @isturbances are about to affect the Canadian 
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economy. To the extent that this is possible, fiscal policy 
may be another dewice (or compromise) by which public authority 
can co-operate with private enterprise. But if there is no 
conscious fiscal policy on a national scale, then at the present 
levels of government costs, the fiscal practices of the 
different governments may hinder, rather than aid, private 
enterprise, and may offset whatever economic advantages accrue 
from other policies that aim to increase the returns from 
foreign trade or home trade. 

The history of Tominion expenditure and tax changes in 
the post-war period indicates that the Dominion fiscal position 
was dictated mainly by the economic conditions ruling from year 
to year, and that fiscal action was limited to what prevailing 
economic conditions seemed to permit. On current account, the 
post-war depression produced a series of deficits, the 1925 to 
1929 boom a series of surpluses, and the years from 1930 another 
sequence of deficits. In the boom years the surplus rose 
steadily to a peak in 1928 (year ending March a There- 
after, as a resuit of the new depression expenditures on railway 
deficits, unemployment and farm relief, wheat bonus and relief 
advances, the deficits rose rapidly in 1930 and 1951 and remained 
high to psa The capital account indicated the tendency to 
enlarge investments in the boom years and to contract them in 
the depressions. When revenues and surpluses were buoyant in 
good years, new umertakings were more readily undertaken, and 
unfortunately tended to reach their maxima just near the peak of | 
the boom. Dominion capital expenditures rose from $9 million 
in 1925 to $190 million in 1929. This public investment 


added to the magnitude of the boom. When the boom broke, the 
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(16) The current surpluses from 1925 to 1929 were approximately 
ie million, $78 million, $84 million, #112 million and 
367 million in 1929. 


(17) The current deficits, including depression expenses, from 
1930 to 1936 inclusive, were approximately $74 mil bien 
$151 million, $145 million, $124 million, $108 million, 

152 million and $75 million in 19356 (year endin., March 1937). 
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a 
the government had to resort to borrowing for the investment 
being undertaken, aiming to contract these works as quickly 
as possible. Capital works were reduced from $190 million in 
1929 to less than $10 million by 1934, thus reducing the 
government investment in the critical period of decline in 
private investment. The tax history revealed the same passive 
fiscal policy, tax rates being increased im the post-war 
depression, reduced in the boom years and increased from 1931 
onwards. Taxes were raised (by all governments) in the years 
that were difficult for private enterprise, and reduced in 
the years when private enterprise was optimistic. In its 
fiscal activities, the Dominion tended to intensify, nct to 
effset, the fluctuations that external trade was imposing on 
the economic system. It was still true, of course, that the 
total financial requirements of the Dominion gevernment varied 
inversely with economic conditions. In the boom years borrowing 
was unnecessary: indeed there was a slight reduction in 
outstanding debt. From 1929 onwards, the volume ef deficit 
financing was large, and to some extent this offset the factors 
making for decline in the economic system by maintaining the 
consumption of those on relief, or in distressed areas. But 
while deficit financing in the depression helped to sustain the 
national consumption (especially of necessities), the fact that 
all governments rushed for new revenues, and curtailed their 
public investments, was probably as great a deterrent to 
private enterprise as the increased government spending on 
censumption was a stimulus. As such, fiscal policy as a whole 
was not unified, while the relation between fiscal policy, and 
other national policies (e.g. exchamge policy, tariffs, etc.) 
was only dimly considered in their common bearing on home trade. 

Considering post-war Dominion finances in more detail, 
and considering first the tax history of the period, the 


outstanding characteristic was perhaps the tendency im the 
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decade after the War, to return to increased dependence on 
customs duties. As we have seen, the effect of the War was to 
necessitate a@ broader revenue basis for the Dominion. In LELS, 
of the tax revenues 82% had come from customs Ba eg 
by 1921 only 33% of the tax revenues came from this source. 
But from 1922 onwards, customs duties became more significant 
again, until by 1928 they produced almost half the tax 
revenues (477), si In the recent depression, their proportion 
fell again, and in 1936 they accounted for only 22%. The 
mounting proportion of customs duties to total tax revenues up 
to 1928 is partly attributable to the fact that the economic 
recovery from the immediate post-war depression involved 
increased purchases of imports. The recent depression involved 
@ curtailment of imports, and in 1936 the value of dutiable 
imports was about $500 million below the boom level: consequently 
there is a ready explanation of the fact that customs duties 
in 1936 were about $100 million under their 1928 level. To 
some extent, then, customs were a changing proportion of tax 
revenues according tc economic conditions. But changes in 
Dominion tax rates after the War also contributed to the growth 
in the proportion of customs to total taxes UY sho. Loe... at 
1922 some changes were made in income tax exemptions. In 1924 
the sales tax was reduced from 6% to 5%. As the boom progressed 
through 1926 to 1928, the tax reductions were even greater in 


(20) 
the non-customs tax group. In 1926 the insome tax exemptions 


ices demeattecarmaemmneneemeceem nem eaneeeeneeneeeemenereeeee ee eee 
(18) In 1913, tax revenues were $127 million, of which over 


$104 millicn were provided by customs. In 1921 tax revenues 
were $320 million, of which $106 million came from customs. 


(19) In 1928 of the total tax revenues of $396 million, $187 
million came from customs. In 1936 eustoms amounted to only 
$84 million out of a tax revenue of $387 million. 


(20) The taxes other than Customs Duties were, in order ef 
importance (1925), the Sales Tax, Excise Duties, Corporation and 
Personal Income Taxes, and miscellaneous taxes on manufacturers, 
-importations, stamps, etc. 
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Le. 
were raised and rates cut: the corporation income tax fell from- 
10% to 9%. In 1927 the sales tax was reduced to 4%. In 1928 
it was again reduced from the level of 4% to 3%, and the 
income tax was reduced. Corpcration taxes were lowered from 
9% to 8%. In 1929 the sales tax went from 3% to 2%, and 
certain minor taxes were repealed (taxes on cables, railway 
tickets, ete.,). In 1930, the sales tax reached 1% and 
certain adjustments were made in income tax allowances. The 
net result of all these reductions in the non-customs group 
was to counterbalance the effect of the boom on the buoyancy 
of these revenues. Despite the boom, all the revenues, except 
customs, remained very constant, as this table of Dominion tax 
revenue shows. 

LEAS, M926 iy) DORA aozee ons 
( $000,000 ) 


All taxes except 


customs 200 205 209 209 200 
Customs duties 127 142 157 LOT L79 


Total taxes 528 547 565 396 379 


As a result of the tax reductions, especially in 
sales tax, income and corporation taxes, such buoyancy as the 
Dominion revenues showed in the boom was entirely due to the 
customs revenues. The other revenues were remarkably stable, 
despite the fact that the national income rose by some 26% 
between 1925 and 1929. Had the taxes on sales and on income 
not been reduced, their yield would probably have increased in 
something the same proportion as national income, perhaps by 
$50 million between 1925 and 1929. 

The result of this growing dependence on customs 
duties was the same as in the pre-war period. When depression 
came and imports fell, revenue tended to fall in proportion. 
Accordingly, in 1929, the cessation of the growth of imports 


and the fall in customs duties was immediately reflected in 
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total revenues. The reduction in the sales tax in 1930, and 
the fall in imports pushed tax revenues still lower, so that 
in 1930 they were 25% below the 1928 level. The upward 
revision of taxes began in the latter half of 1930, and in 
1931 the sales tax was raised from 1% to 4%, and special 
excises imposed. In 1932 the income tax was raised, the sales 
tax increased to 6%, and some miscellaneous taxes imposed, In 
1933 the corporation tax was again raised, this time from 11% 
to 123%, and exemptions removed; in the income tax on persons 
also, certain exemptions were removed, Despite these changes, 
it was not until 1933 that total tax revenues ceased their 
decline, so significant was the perecmns the constant fall in 
customs duties on the total tax revenues. By 1934, however, 
the effect of rate increases in other taxes, and the measure 
of economic recovery, combined to increase the revenues from the 
taxes other than NE Soa 37% over their 1930 level. ‘The 
increases in surtax in 1935, the raising of the corporation 
tax rate to 132%, continued this process and the 1956 increase 
in sales tax to 8%, along with the increased corporation rate 
of 15% further developed the non-customs revenues. In 1936, 
these taxes produced about one-half more revenue than in the 
1929 boom, whereas the national income was almost 30% below the 
boom level. 

With respect to expenditures in the post-war period, 
the distinctive characteristic on Dominion current account 
was the new level of net debt charges (41% of total expenditure 
in 1925) and of pensions (14%). The proportion of expenditure 
that was controllable in the post-war period was small. Net 


debt charges, pensions, subsidies, and other small uncontrollable 
LD 
(21) Dominion Tax Revenues 


($000,000) 


qe Me lr— = -_ a ———-_ 2 


All taxes except customs 166 184 228 244 3035 
Customs duties 131 70 vate 74 84 


Total Tax Revenues 297 254 305 DLS 3O7 
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expenditures, had formed only 18% of total expenditure 

before the War, but averaged between 50% and 60% after the 
War, becoming much higher when the depression added to net 
debt charges, railway deficits and relief costs. Apart from 
these, certain other expenditures were so difficult to control 
as to be virtually in the uncontrollable class. The railway 
deficit was determined by economic conditiona, as were also 
relief costs. In short, the "normal" Dominion budget in the 
post-war period had within it so large a proportion of 
necessary, or uncontrollable expenditures, that parliamentary 
sovereignty might be said to have been confined to the dis- 
tribution of only a small residue. And in the background 
stood always the threat of new necessary expenditures if 
economic conditions proved unfavourable; railway deficits 
would automatically increase, and, according to the nature 

of the unfavourable conditions, other new expenditures might 
also be necessary. 

In capital spending, the position was similar. The 
government had always been concerned with the provision of 
national equipment, and the establishment of the national 
railways increased this concern. The capital requirements 
of an extensive railway system, apart from modernization, 
are fairly large and stable from year to year. The capital 
equipment for canals, harbours, docks, rivers, etc., is in 
the same category although smaller in amount. But unlike 
many of the ordinary expenditures, these "investment" 
expenditures could be postponed for a short time if the 
government wished to reduce its total expenditure, the wisdom 
of such postponement being a matter of policy. Accordingly, 
the fixity of so large a section of the ordinary expenditures 
left the “investment” expenditures, and a small part of 
ordinary expenditures (like government, ete.,) as the only 


controllable items. If revenues remained Tair; Bit 
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expenditures could be handled: if revenues rose, extra 
expenditures could be made on investment, or on debt 
reduction: if revenues fell, attempts to balance the budget 
would require a cutting of the controllable items (mainly 
capital expenditures, and a part of ordinary expenditures). 
But the fluctuations in the controllable expenditures 
were likely to be even greater than the fluctuations in 
revenue, -pecause as national income rose and yielded more 
revenue, the rise was accompanied by smaller railway deficits 
so that more funds would be available for capital expenditures 
or debt redemption. Im depression, as national income fell, 
the uncontrollable expenditures increased (by railway deficits, 
welfare, etc.,) so that the controllable expenditures 
("investment" particularly) hed to be greatly curtailed. 
In the 20's, ordinary expenditure tended to 
contract until 1926 as a result of reductions in debt charges, 
in railways and canals, in pensions, and in defence costs 
(to 1925). At the same time, expenditures on railway deficits 
were contracting as the economy recovered from the post-war 
depression. However, in the boom period ordinary expenditures 
rose, partly as a result of enlarged expenses on government, 
on welfare (introduction of old age pensions), om public 
works, canals and marine, on defence, and on the special 
grants to the Maritimes. Net debt charges continued to fall, | 
as did the railway deficits. As a result expenditures (excluding 
railway deficits) which had amounted to $331 million in 1921 
($381 million including railway deficits) had fallen to 
$314 million by 1926, and had risen again to $336 million by 
1928. By 1929 however, the "depression" expenditures began, 
showing themselves first in the increase in the railway 
deficit. As the same time, some new commitments on public 
works, agriculture, marine, and the Varitime Freight Rates 


Act were tending to push up the level of ordinary expenditures. 
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In 1929 and 1930 special payments on reparations and on the 
Manitoba subsidy raised the year's current total. But 
ordinary expenditures were cut from $3578 million in 1930 to 
$341 million in 1933. During these depression years, the net 
debt charges rose by $41 million, so that the reduction in 
other expenditures was somewhat greater than the fall in 
total indicated. At the same time (1950 to 1933) old age 
pensions rose by almost $7 million, the police service by 

$2 million, and mines service by $2 million. Despite these 
increases, total ordinary expenditure fell by $37 million 
between 1930 and 1933, the chief reductions being in defence 
($10.4 million), public works ($7.8 million), post office 
($7.0 million), and maintenance of government buildings 

($6.4 million): in short, the main reductions were in the 
postponable expenditures (particularly renewals and replace-~ 
ments of capital works). Between 1933 and 1936, expenditure 
rose again by what it had fallen in the three previous years 
(i.e. by $36 million) but the increase did not restore to 
their former level the services that had been cut. Defence 
alone increased to near the 1930 levels. Public works, 
government buildings, etc., remained only a little above the 
depression low. The increases in total expenditure were due 
to a new level for old age pensions, for defence, as indicated, 
and for small additions to many items - pensions, agriculture, 
post office, legislation, buildings, etc. 

But while total ordinary expenditures were in 1936 
near their 1930 level, the expenditures made on "depression" 
services raised the actual current expenditures as a whole 
considerably above the 1930 level. The following table 


indicates the position. 
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Fiscal Years ending nearest Dec. 31st. 


19350 1951 1932 19535. 1954 


SS A TTT 


($000,000) 
Ordinary expenditures 378 364 344 341 #44349 
"Depression" “ Bl, nes LOC 95 109 


Total current expenditure 419 475 Sak 436 458 


1955 1936 
562 377 
151 140 
513 517 


The special expenditures associated with the de- 


pression have kept high since 1930. In 1933 they reached 22% 


of the total current expenditure, and in 1936 were 27% of the 


total. Their significance lies in the fact that they have 


tended to rise with the economic recovery from 1934 onwards. 


These "depression" expenditures may be broken down 


as follows:- | 
Fiscal Years ending nearest Dee, 3ist, 


1930 19351 1932 19535 19354 


aE 


($000,000) 

Unemployment and Farm 

Relief Bee  Ooee Oe!  oded  ‘60n7 
Wheat Bonus and Stabi- 

lization ad 10.9 ee - ~ 
Write-off to Relief Advances 

to Provinces ~ ~ - - - 
C. N. R. Deficit(b) 35.7 61.0 60.8 59.0 48.4 


Steamships, etc.Deficit Lo 2B 26 2) 08 
Total special expenditurs 41 $111 #4«®100 95 109 


1935 1936 
79.64 7340 
(a) 
eo - 
re Ds Pe 
47 4 43.3 
RS Pie! 
RESKE 140 


(a) In the following year the Wheat Board refunded $8 million. 


(b) Including debt charges. 


In the earliest phase of the depression, 


deficit was the outstanding special expenditure. 
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to decline with the economic recovery. But the effects of the 


drought, the agricultural depression, and certain 


cumstances affecting the numbers unemployed, have 


special cir- 


tended to 


keep up, and even increase, the relief expenditures during the 


Res edoastr ‘youtt ster at wa OGL vonis 
ont ‘ta. Rs eno8 eee ani ‘fas raeibanane 


take et teercion: cabiens enaey thar 
apet FE ek seer Sueh Biker. tees. eek 


i bi (4 a0 i “ 
O.60 BOY Vos. @.OS Vee 4.08 Bak 
(9) 7 | wi »fad® baa 
- aos = - inl 0,8) = 
“Sepasvbs Telia ot “Sos 
3, AL. oe ns ee " q ! 
S02 HTD SBR Bee: BL0d 0.28 7,88 (neue a i 


ee Saas Poa Oat aimee: Re oe Sg tLoret.ote echiem 

Oht- Yer Ook ae oof LRt ae sew Enda nasil 

eet SS t Bax Ge bebouwtter Seach teen odt am)ey antwollot edt at () | 
; sang tate tdeh Feasiasiaiu (a) 

bet We ‘Pat “i we 


a 6 0 ont Moiagetged at. to spade arr ee ot at 

Bebsot aad aI sis Ebnegne Latoagn gel baatedso ode aig Porn 
| ett to efeatts oat toa Pi EN oft weet poli: : 
weko isivoge mistre9 has to tererqeb. ioutiootias ent pteguosh ‘ 
ot febnet aver « Beryo Lopure sus: whe daverat ont as itonite nina 


ay 
Dh 


ont galt 8 Lo test Ee etanpes ‘elt A est oawscoat pve ‘Pon. a qeer 


«85 = 
recovery years. These special circumstances compelled the 
Dominion government, despite its cuts in ordinary expenditure, 
to continue its financing by means of deficits, even in the 
economic recovery years. 

The following table indicates the deficit position 
in the depression years. 


1930 1931 1932 1935 1934 1955 1956 


Se ER 


$ Million 
Revenues 545 S24 209 O12 349 S61 442 
Expenditures 419 475 LAA 436 457 O13 oe 
Current Deficit 74, 15k «145 124 108 152 75 
Capital Expenditure 102 53 1? -1 9 7 6 
Over-all Deficit 176 poe 162 125 118 169 80 


The increase in current expenditures, as already 
indicated, was rapid after 1933, mainly by reason of the 
depression and drought expenditures. Revenues rose fairly 
steadily, and with some rapidity in 1936 as a result of changes 
in the sales tax and in corporation income taxes. In 1956 
customs revenues were still about $100 million below the boom 
level. The 1936 rise in revenues managed to reduce the current 
deficit, which except in 1934, had kept fairly near the 1951 
level. 

This table indicates the reduction in capital expendi- 
tures during the depression years, a reduction which exceeded 
that in the provinces, The main constituents of the capital 


expenditures were: 


1930 1931 1932 19335 1934 1935 1956 
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Public Works 22.0 10.8 72d 5.8 6.6 6.2 Sel 
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Among public werks, capital expenditures on canals 
were cut from $9.8 million in 1930 to negligible amounts by 
1956. Docks and terminals were cut likewise from $3.1 million, 
public building expenditures from $2.7 million, harbour 
improvements from $1 million and miscellaneous from $1 million. 
The only service still receiving attention in 1936 wes river 
improvements. 

The Dominion financial histery since 1630 has shown 
certain inherent characteristics that are worthy of notice. 
These may be summarized as follows:- the large proportion of 
uncontrollable expenditures in the normal pest-war Dominion 
budget: the tendency up to 1929 to rely increasingly on customs 
duties for Dominion revenues: the rapid transition in the 
financial position when boom gave place to recession, necessi- 
tating new levels of Dominion expenditure on railway deficits: 
as recession gave place to depression, additional ccmmitments 
Were necessary to help gevernments in the exposed areas: these 
new expenditures greatly curtailed the Dominion's investment 
expenditures on capital works. 

The events of the depression have removed some of the 
inherent difficulties, but have added others. The events of 
the depression have helped to strengthen the tax machinery, 
particularly in the matter of income taxes, and have increased 
the propsrtion of revenues that have their source in income, 
rather than costs, altheugh increases in the sales tax have 
served to maintain the share of tctal revenues that lie directly 
on costs. Again, the depression invelved considerable reductions 
in the demand for durable and postponable goods - houses, 
equipment, enue, - and directed attention at the part played 
by such expenditures in the revival of home investment. The 
question of government policy with respect to investment has 


been more clearly formulated than before. 
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The events of the depression have however induced 
certain long-period economic changes that seem likely to add 
to the budgetary difficulties of the Dominion government. On 
the one side, the depression has created forces making for 
increased economic nationalism abroad, and as an exporting 
country, Canada is likely to be affected by these changes over 
a fairly long period. Certain resultant regional distortions 
in the Canadian economy may persist for some time, and may 
necessitate larger expenditures in certain areas, or for 
certain purposes (e.g. expenditures on welfare, education, 
labour transference, or government investment, according to the 
particular policy adopted). Again, certain expenditures that 
are regarded as special "depression" expenditures are likely to 
persist, even if national income rises considerably. It is 
likely that certain welfare expenditures will persist (e.g. 
unemployment insurance), and if such insurance schemes be 
formulated, not only for unemployment, but fer old age, sickness, 
etc., expenditures may be permanently affected, and the 
financing of such schemes, if it is carried out by special 
taxes on payrolls, might add to the already high taxes on 
marginal costs. In addition, it is likely that road competition 
with railways will increase in the future, so that the railway 
deficits of the past few years cannot be regarded as entirely 
due to depression; given full economic recovery, road and rail 
transport competition may be ieee! and this will affect 
not only railway operating costs and returns, but also railway 
investment for modernization, etc. Again, the events of the 
depression, with the growth of nationalism, have affected 
armauent costs in many countries, and this may react on the 
future level of Canadian expenditure on national defence. 

Given the fact that future export booms ave likely 
to prove spasmodic, maintenance or partial stabilization of the 


Canadian national income would necessitate some expansion of 
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activity for the home rather then the foreign market in order 
to insulate the Canadian national income from the full effects 
of external disturbances, If, because of unco-ordinated 
policies of the different governments (1,e, competition in 
services, in provision of public investments, or in search 
for revenues), or because of lack of business confidence, no 
expansion of home investment is possible, except, as in the 
past, on the basis of an export boom, the future fluctuations 
in national income are likely to be considerable, with 
depressions involving shifts of financial responsibilities 
from exposed areas or persons to the federal govermment, The 
fact that consumption was maintained in the recent depression 
by government relief, and works financed by credit and borrowing, 
and by the spending of the savings of individual households 
and firms, suggests that future resort to such sources may be 
increasingly difficult. Aggregate government policies, with 
respect both to the ends of expenditures, and to the various 
methods of financing these (particular taxes, credit and 
borrowing} are closely connected with the state of business 
confidence, the eee to invest, and the undertaking of 
new ventures, 

SUMMARY 

(1) Since the War the Dominion financial position has 
been dominated by uncontrollable expenditures, and by the 
tendency of its revenues to depend considerably on customs duties 
and of its expenditures to increase in depression by reason 
of railway deficits and other special items, 

(2) The years following 1929 reinforced these ten- 
dencies, The fall in customs revenues was so great as to 
necessitate considerable widening and deepening of the revenue 
structure, The rise in special "depression" expenditures - 
drought relief, assistance to certain provinces and industries, 
and the railway daficits - was considerable, and their Level 


proved comparatively constant during the years up to 1956, BY 
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1936 ordinary expenditures were back to their 1930 level, so 
that total current expenditure was still well in excess of 
revenue, despite the tax changes and the fair degree of economic 
recovery in 1936. The current deficit was $75 million. 

(3) The size of the current deficit from 1930 onwards - 
it averaged almost $120 million a year in the 1930-6 period - 
was sufficient to induce a great contraction in Dominion 
capital expenditures. They had been at a peak of $190 million 
in 1929, but had been cut to $9.4 million in 1934. They were 
$5.6 million in 1936. 

(4) The finance characteristics of the Dominion in 
this period may be contrasted with those of the provinces, by 
showing their total deficit (including capital expenditures) 
for the years 1930 to 1936 inclusive. 


1930-6 (inclusive) 


Dominion All Provinces 

tie een e ana Maa Cog a 
Current Deficit 829.5 290.35 
Capital Expenditures 203.5 358 64 
Over-all Deficit 1,032.8 648.7 


The special depression expenditures that lay on the 
Dominion served te push it further than the provinces from a 
position of balanced budgets. And the Dominion's concern with 
its current deficit compelled it to reduce its capital expendi- 
tures quite far below those of the provinces. In the boom years 
(1925-9), the Dominion's capital expenditures ($340 million) 
had exceeded those of the provinces, ($212 million). But of the 
Dominion and provincial capital expenditures from 1930 onwards, 
the Dominion's share was only 35%. 

(5) Of the debt increase between 1930 and 1936, in 
both the Dominion and the provinces, the Dominion's share was 
68%. The Dominion's outstanding debt rose from $3.8 billion in 
1930 to $4.8 billion in 1936. According to the balance sheet, 
this debt increase of one billion dollars went largely to 
railway advances (over $358 million), relief (over $345 million), 


to special loans to provinces for relief, to the farm loan board, 
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and to other active assets (over $164 million). Harbours and 
works received less than $80 million between them. 

(6) Despite the debt increase, the Dominion's annual net 
debt charges have been held down, principally by conversion 
operations, Treasury bills have been cheap, but only a tiny pro- 
portion of the debt is represented by this form: their importance 
has been in their value as market manipulators, The Dominion's 
debt charges (less interest received) formed about 35% of net 
expenditure in 1936, as against 20.0% for the provinces as a 
whole. 

(7) In the revenue system, all taxes except customs and 
excise were in 1936 above their 1930 level. Of the taxes, the 8% 
sales tax was the biggest revenue producer yielding almost 30% 
($112.8 million), with customs duties yielding 22%, the corporation 
incame tax 15%, the excise duties 12%, the personal income tax 
11%, and the manufacturers, importations, stamps, etc., 10%. In 
view of the fact that the customs duties were still $100 million 
below their 1928 level, any recovery of national income to the 
level of the late twenties would probably considerably increase the 
yield of these duties, as well as the yield of the income and sales 
tax. It is unlikely, however, that the national income in 1938 
will exgeed that of 1937. A recovery of national income to the 
boom levels, or even beyond the 1937 level (which was only midway 
between the previous depression and boom extremes) is not 
immediately in sight. (August 1938). 

(8) The expenditure system is not likely to alter 
considerably in the immediate future. Declines in the special 
"depression" expenditures, which might be hoped for in the 
event of greater economic recovery, are likely to be counter= 
balanced by some expansion in capital and other expenditures 
which were reduced in the depression (1930-3) and have not yet 
been fully restored. Furthermore, the level of defence 
expénditures, transport expenditures, and perhaps welfare 
expenditures, may be influenced for some time by forces tending 


to raise them. 
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Financial Position of Prince Edward Island 


According to the measures of debt and taxation 
commonly used for comparing the financial positions of governments, 
Prince Edward Island's statistical standing appears favourable, 
Her provincial (plus municipal) debt per head is only about 
one-third that of the provinces as a whole, Her taxation per 
head is about one-quarter of the general average. In relation 
to the net value of production, taxes and debts appear to be 
less onerous than in most a a 

While the statistical and accounting position of the 
government is not unfavourable when compared with that of many 
other Canadian governmental units, some care must be exercised 
in applying these measures to Prince Edward Island's situation, 
and deductions made from such comparisons must take into 
consideration the special circumstances that dominate the 
Island's economy, 

The geography of the Province (i.e, its position with 
respect to the other parts of Canada, its smallness of size, 
and its suitability only for agriculture and associated pursuits, 
including fishing) resulted in a group of conditions that were 
unique in the federation, The Island's lack of a public domain 
was another distinctive characteristic. These factors underlay 
the discussions that preceded the entrance of the Province into 
Confederation, and the financial relations then established 
with the Dominion, combined with bhe conditions imposed by 
geography and history, have ae eo the provincial expenditure 
and tax system since that time, These circumstances suggest 
that a review of Prince Edward Island's financial position 


ought to be mainly concerned with its special features, and less 


(1) The debt charges (less interest received) took only 17% 
of the Island's net expendftures in 1936, as against 21% for 
the provinces as a whole, and as against 28% in Nova Scotia 
and 40% in New Brunswick, 
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with comparisons between it and other provinces. Its financial 
history is very much the history of its relations with the 
Dominion government. 

The Island's position, its almost complete isolation 
in winter, and its need for subsidized transport, were com- 
pelling consideraticns in Prince Edward Island's entry into 
Confederation, although at the time (1873), the need of credit 
to finance the railway (begun in 1871), and of funds to buy 
out the remainder of the absentee landlords, were influential 
in shifting previncial opinion towards Confederation. But the 
economic need for continusus communication was permanent and 
urgent, and the alleged non-fulfilment of the Dominion's promise 
to maintain continuous communication was a major issue from 
Confederation onwards. From Confederation on, the provision of 
transport was out of the Province's hands, the Deminicn taking 
over the P. EH. I. railway in 1873, and accepting responsibility 
fer communication with the mainland. Thus, if the Province 
desired to improve its ccmmunications in order to expedite 
economic development, it had to proceed, not by giving provincial 
subsidies or bond guarantees to transport concerns, as most 
provinces did, but rather by pushing its "transportation" claims 
at Ottawa. The frequency of its claims for better communication, 
and for damages for delay in provision of communication, was 
thus the measure of the Province's estimate of its transport 
needs. The fact that communication was a Dominion responsibility | 
was important im relieving the Province of new commitments 
with respect to transpcrt, and was one reascn fcr a small 
debt growth in the Province. 

Another reason was the size of the Provinee. The 
need for communications (telephone, road, ete.) in the Island 
Was small compared to the need in other provinces where such 
equipment had to be laid down to encourage settlement. In 
Prince Edward Island, as in the clder sesticns of some other 


provinces, the provision of suah equipment tended to fcllow 


Pe 


PFlitdtenoysonjacteiaed | wey mo Mee imme teddy Poet ont 


wk: ae airy ae pee i 2 iaegoene ' 
‘Lotdneudtat atom cathe ovat eoagnse ft % 
at? ak + eO2 PreroneremaD ebismed aohstya 
Arts Aronmerned mam Hotta hema oar 
selmcny e*node: ak sad * ‘hp: tion d PN etal | . a3 
sont eect sola a faa re rhget ammicy| dil 3 i ? 

ter) fa ta kvont wnat ao mets te baTaoo pees, satnanna nots 
ga teas: dah bt bon 5 oth qoitited 2 *amiat vont ott to Pre 2H 1 
ett Lbetbanoteett oti tyephe ons pSNOL neq (aah be ba a: na edt | 
gpatvsnt ads th ae ~hotahe Oy atin go xtonstenmton | 

av hen oo obra at parad den Fearne av ‘evornqatt oF ‘how a 
feisnivety vaivig Ve tee ybanot -¢ Of Bat #2" Hioinyo Loved, on 


hors 


feo ex ,eaurMOe Paojenes? od asednatay, ites ‘i aoiDl 
ahi twlo Snolistrtaqemege” eft waldagy Ne | notte ang (eth 
(aot tes Liwwnvs actiodt r0't svtaio wet Se comriiept oat idnindl 
aes a byrne! Moy. od toi Tron at YRLOk tot, eeneman tot 


Procudany “nil Me e@rainttne 2 aunt vous ont yao) aiiessi adda 4 


ediercthumteo were to Sonhvo’t ext antvad Lor 1 

Efach 6 TOT MamBet SHO GOH) bees , OSCR oF Yooqaun # ade * 
| 3 ysetivort: eal ai dhol ae 
oat, Gort yO et die As onte see’ daw Howat taddond 
baslah ot wt (tit boot ponomyele fh bap! Sao kanitioe 70% bei Hi i 
dine, sreonty econivamy te tho ret hewn ahs oe bongs. a “a i 4 

AC gai Lge ‘eatninr one Os rob fated of batt oe N 
aeute” atom ‘ro stiehitpos: noble fad ae ea" braked browse oot 


woL! or. ot bolator et pT Lupe cimast hind ante vara, edt — 


rather than precede settlementt, In newer western areas where, 
especially during the pre-war boom such equipment was often 
provided in order to hasten settlement, the government 
investment might later prove to have been in error if settlement 
did not proceed according to expectation, This factor adding 
to debt burdens was absent in Prinee Edward Island, Again, 
the Island did not face the communication problem of pulling 
together widely separated areas, or connecting settlements 
across regions where roads were expensive because of the need 
for grading, levelling, and bridging, In short, the size and 
the nature of the Island's terrain tended to keep down the 

per capita costs of roads and other communicative equipment, 
In addition, the smallness of the area relieved the government 
of costs of co-ordination, which tend to increase rapidly as 
the size of a territory increases, 

The smallness of the area was not however an unmixed 
advantage in public finance, Some costs (legislation, justice, 
and to some extent, administration) are in the nature of 
overhead costs, and the minimum possible size of this framework 
of government may be larger than that required by a small 
community, It is noteworthy that in 1871 Prince Bdward Island's 
expenditures per head were higher than those of other provinces, 
but as the population increased to 1891 and little change in 
the technique of government was necessary, government expenditures 
per head fell, and thereafter remained almost unchanged until 
the post-war period saw the addition of new services, Since 
this addition of new government services, the percentage of 
Prince Edward Island's revenue that is spent on general 
govermment, administration of justice and legislation has risen 
and in 1936 amounted to overlJa% of the revenue as against 9% 
in Nova Scotia, and this despite lower average salaries on the 
Island. fy Short, while smallness of area has limited capital 
expenditures, not only absolutely but relatively, it has tended 


to make certain costs of government comparatively high despite 
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"frugality", 

The agricultural nature of the Province limited the 
need for municipal government, and the provincial government. 
undertook to administer certain services usually entrusted to 
municipalities, particularly education, Moreover, certain 
local services given in larger municipal areas elsewhere were 
given only modestly in Prince Edward Island, The requirements 
and the costs associated with urbanization on the Island were 
small, Thus if it is shown that provincial expenditures per 
head were approximately equal in Prince Edward Island, Nova 
Scotia, New Brunswick, Ontario and Quebec, at the beginning 
of the War, this meant that the total government (provincial 
and municipal) expenditures per head were probably smaller in 
the Island than in the other provinces mentioned, 

These circumstances of geography, size, and industry 
have combined to dominate the fiscal history of the Province, 
Its lack of diversity in resources and ae frontier, 
prevented errors of optimism about expansion, The smallness 
of its area and Dominion responsibility for transport also 
prevented debt growth, so that Prince Edward Island entered 
the post-war period with a small debt, just over $1 million, 


In December 1921, the total outstanding debt was represented by: 


‘Assets, 
$000 
Investments 4,5 
Public Works 1,234.2 
Other Expenditures 1,4 
Current Deficit 206.8 
1,472.9 
Less Sinking Fund Reserve 232.8 
1,240.1 


Before the War, the Dominion subsidy formed a very 
large proportion of total provincial revenues: in 1913 it was 
71%. Up till then, therefore, total revenues were comparatively 


insensitive to local conditions, and to agricultural 
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fluctuations in particular: revenues expanded mainly in ee 
with the subsidies, Of the total revenue, 20% came from 
provincial taxes which did respond to agricultural variations, 
Since there was little diversification in industry, and no 
public domain, the Province did not enjoy many increments of 
wealth, Regional income was dependent mainly on agriculture, 
Consequently there could be no great dependence on corporation 
taxes, succession duties, or domain revenues, Of the taxes 
raised by the Province, the general land taxes were the most 
important (although in 1913, the boom in the fox industry 
yielded special fox tax revenues). There was an income tax 
on persons, and at this time it produced as much revenue as 
the corporation taxes, which lay mainly on banks (deposits and 
loans) and on fire insurance companies (flat rate), In 1913 
the revenues were as follows: 


1913 Revenues 


$000 


Subsidy Ones 
Taxes LOD 
Others 48.5 

Total DOUG 


In the expenditure system, education was the out- 
standing item, taking 33% of the total: government, legislation 
and justice combined took 22%, highways 21%, welfare 11%, 
debt charges (ex sinking funds) 8%,and agriculture 4%, 

While the Province lacked opportunities for large 
increments of wealth, and so for extensions of its tax system, 
there was some compensation in the stability and gradual 
expansion of the Dominion subsidy, 

Prince Edward Island's unique financial position in 
the federation in the pre-war period is perhaps indicated by 
the fact that its expenditures, even up to 1916, were still 
less than 30% above the 1873 level. Up to the War, the financial 


history of the Province had been mainly a attempt to keep 
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expenditures in line with revenues that depended greatly on 

the level of the federal subsidy, During the War, however, 

and in the post-war period, Prince Edward Island was affected 
by the new trend of expenditure growth that was common to all 
provinces, and this indicated that revenue possibilities would 
have to be further explored, Since then the proportion of 
total revenue raised within the Province has increased. Subsidy 
readjustments, like those following the Duncan and White 
Commissions, have eat upward but the steady increase in total 
revenues and their annual variations are attributable largely 
to the Province's own taxing efforts, Between 1913 amd 1921, 
current expenditures rose by over 50%, welfare and education 
showing the most pronounced growth, By 1921 these two items 
accounted for half the total expenditures. Debt rose fron 
$962,000 to $1,240,000, partly as a result of increased current 
deficits, but mainly because of new public works, the investment 
in which increased by 29% between 1913 and 1921, In these 
conditions additional revenues were necessary, and as a result 
of the expansion of the revenues raised within the Province, 
the subsidy, which in 1913 had yielded 71% of revenue, by 

1921 yielded only 48%. Property and income taxes, which 
together had given 8% of revenue in 1913, yielded 21% by 1921, 
Corporation taxes provided 4% of total revenue in 1921 as 
against 3% in 1913, Amusement taxes were added but were not 
important. Liquor control and automobile licences, which 
yielded small sums in 1913, together formed 11% of total 


revenue in 1921, The revenues in the two years were as follows: 


igs 1921 Increase 

$000 ae tam 

Subsidy $82.2 Does ~ 
Taxés L052 o00,9 198.7 
Licences Loa. 56.9 Ogee 
Liquor Control 1,4 49,5 48,1 
Others 28,0 4.6 -235.4 


Total 995.9 i) cee) 260.6 
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Revenues, buoyed up by the post-war boom, declined 
with the 30% reduction in the net value of production that 
occurred in the post-war depression, The increased use of the 
motor vehicle did give new returns from gasoline taxes and 
automobile licences, but these were still not important revenue 
producers in 1925, yielding only over 10% of the revenues, 

The yield from general land taxes tended to contract, and there 
was a considerable fall in the returns from miscellaneous 
taxes, partly due to the repeal of the poll tax in 1923, 

Although revenues fell in the depression of 1921, 
expenditures proved intractable, and indeed tended to rise as 
a result of new expenditures on highways, agriculture, and 
education grants, -The resultamt—deficits induced the Province 
to widen part of its tax system, by the introduction of 
gasoline taxes, by some changes in corporation taxes, the most 
productive of which was the flat rate tax on railway companies, 
The yield from income taxes on persons (including the tax on 
personal property) was also stepped up. By 1926, the federal 
subsidy was yielding 43% of the revenue, the new gasoline taxes 
4%, the enlarged corporation and income taxes 13% and 9% 
respectively, Tax revenues had increased by 12% over the 1921 
level, mainly by readjustment of the tax system, By 1926 also 
liquor profits and automobile licences were beginning to prove 
more buoyant, and a surplus emerged on ordinary accounts. Between | 
1921 and 1925, outstanding debt had increased by $859,000, account~ 
ed for mainly by current deficits, The surplus in 1926 was great 
enough to permit a slight reduction in debt (by $18,000), 

In 1927 a deficit emerged again, The additional 
subsidy recommended by the Duncan Commission was paid first 
in that year, and involved an extra $125,000, But revenue 
rose by only $20,000, the new subsidy being almost offset by 
tax soductions (land taxes fell by $22,000 between 1926 and 
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1927, and income tax fell by $16,500), and by a fall in liquor 
revenues, The effect of the increase in subsidy, and of the 
fall in taxes, was to make the Dominion Subsidy again the 
outstanding revenue producer, In 1926 the subsidy had yielded 
4% of revenue and taxes 39%, but in 1927 the subsidy provided 
56% of the total revenue, and taxes only 29%. In 1928 taxes 
increased their yield again, and contributed 36% of the 
revenue, but land taxes still were 11% below their 1926 level, 
In 1928 also a road tax was added, and gasoline and income 
taxes were up slightly, The road tax was imposed as a result 
of the new level of highway expenditures, there being a 48% 
rise in highway costs between 1926 and 1927, Highways 
continued to absorb a larger share of the expenditure until by 
1931 they took 34% of the total, 

Up till 1931 welfare and debt charges increased no 
faster than total expenditures, while education, which had 
formed the major provincial expenditure up until 1925 (when it 
was 35% of total), had expanded only a little, and by 1931 was 
only 23% of the total. The highway costs were beginning to 
dominate the current expenditures of the governmept, and the 
other expenditures, particularly those on welfare and education 
(which together had formed 49% of the total in 1925) were 
being checked, although demands for their enlargement were 
fairly insistent. The highway programme was adding slightly 
to debt also, and therefore affecting the level of debt charges, 

From 1928 to 1930, there was a surplus on current 
account, but the annual capital expenditure on highways 
increased annually, necessitating additions to debt each year, 
additions that were small absolutely (averaging only $197 ,000 
in each year) but important in relation to the Island's : 
previous debt history. However, by 1930, the Province's out- 
standing debt was $2.8 million only, represented in its 


balance sheet as follows: 
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Assets 

$000 
Debenture Discount unamortized Ley 
Advances 36.5 
Buildings 40.3 
Roads 942.6 
Other Public Works 1,447.2 
Other capitalized sacnsnad tia oe 15.6 
Current Deficit 1,033.5 
3,528,4 

Less Sinking Fund Reserve 568;2 

Capital Surplus 130,4 698.6 
Total Outstanding debt 2,829.8 


By 1930 the economic position of the Island revealed 
the difficulties arising from almost complete dependence on 
agriculture, As the Province had a fairly well balanced 
agricultural economy, the depression did not produce widespread 
destitution, but the loss of potato markets, the great fall 
in potato prices, and the contraction of the dairy product 
markets in the Maritimes reduced cash income and contracted 
provincial revenues, The subsidy, however, was a stabilizer 
which prevented total revenues from falling to the same extent 
as the land taxes or income taxes, Land taxes fell by 37% 
between 1929 and 1932, and income taxes by 25%: between 1930 
and 1933 motor licences fell by 85%, But revenues as a whole 
remained stable until 1931, after which they rose, mainly by 
increased yields from corporation taxes (from the new tax on 
the capital stock of miscellaneous companies), from gasoline 
taxes, and from the road tax, 

Expenditures rose in 1931, mainly on projects begun 
earlier (principally in highways, but also in welfare and in 
education), and a large deficit resulted in that year, ‘The 
deficit was $232,000, the capital expenditures $282,000, and 
after other adjustments, debt rose by $547,000 in that year, 
Capital Brpatattunes on highways had fallen by $100,000 below 
the 1930 peak ($239,000), but relief works absorbed $113,000, 
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Expenditures were cut in 1932, but by 1934 they were 
back at the 1931 level, and after a rise in 1935, were in 1936 
again near the 1931 level, The distribution of expenditure had 


altered in the interim, 


Increases between Decreases between 
1931 and 1936 1951 and 1936 
$000 $000 
Net Debt Charges TT eo 
Welfare 102.3 
Education 24.6 
Government 11,9 
Domain eg 
Other ‘ewer e] . 
Highways 197.4 
Justice ope e| 
Legislation LO sk 
Agriculture <i hee 
Increase eo el Decrease 247.6 


There was, therefore, a $24,500 decrease in 
expenditure between 1936 and 1931, Additional debt and welfare 
costs were offset mainly by a reduction in outlay for highway 
maintenance, Expenditures had been raised in 1935 by 
restoring outlay on highways, agriculture, justice, legislation 
to an earlier level, and by increaseg in government and 
education, but this so far raised the deficit in that year 
that cuts were again made in 1936, bringing total expenditure 
back to the Level of 1934 and 1931, In short, the rise in 
‘the debt and welfare charges has caused competition among the 
‘other services for the remainder of the expenditure, This 
competition has occurred even within the welfare group as the 
costs of relief, charity and old age pensions have limited 
the amounts available for mental institutions, public health, 
hospital grants and other welfare services, Apart from relief 
costs, however, welfare increased from $158,000 in 1931 to 
$231,000 in 1936, 

The fact that the budget was balanced in 1936, when 
revenues greatly exoeeded previous levels by means of large 


expenditure cuts, especially on highways, suggests that 
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expenditure needs are likely to prove strong in the near 
future, That the low level of highway charges will be 
difficult to maintain is evident from the increased allocations 
in the 1937 accounts. It is likely also that certain welfare 
expenses will increase, especially those that are still below 
their previous levels, | 
As a result of the new and growing expenditure needs, 
the accumulated current deficit.increased by $362,000 during the 
years 1951 to 1936, inclusive, and this occurred despite a 
broadening of the revenue basis. The federal subsidy increased 
in 1935, following the recommendations of the White Commission, 
In 1934 it had yielded 41% of the revenue: it was increased so as, 
once again, to form approximately half the revenue, But by 1936 
it was again nearer 40% than 50% of total revenues, The tax 
basis was also widened during the depression, After the large 1951 
deficit, the corporation taxes were raised both inv LIS) end. 1932. 
and as a result these taxes doubled their yield between 
1930 and 1936, The increase was due almost entirely, however, 
to the new tax on domiciled companies and not to any enlargement 
of the number of companies doing business in the Proyince, This 
new tax yielded $70,000 in 1936, and the other corporation taxes 
$91,000, only $9,000 above their 1930 level, The main increase 
in tax revenue came from the gasoline taxes, but these cannot 
be increased indefinitely, or even perhaps beyond the present 
high rate of 10 cents per gallon without appearing pinbenie 
to tourists accustomed to Cheaper gasoline. The land taxes have 
also increased, and the renewal of liquor control has added a 
é6mall amount to the total revenue, 
The debt of the Island is still low, and its sinking 
funds are very well maintained. Nevertheless its outstandi ng 
debt doubled between 1930 and 1936, The following table shows 


the yearly debt charges over this peri od: 
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Current Surplus(+) or 
Deficit {~-) 


Capital Expenditures 
Buildings 
Roads 
Relief Works 
Other 


Total Capital 
Account 


Overall Deficit- 


Debt Increase 


OR 


1930 
$39.9 


29.3 
259 .4 


8.7 
277 .4 


257.5 
221.1 


1931 1932 


000 
-231.9 +17 Pes g 49,5 


lOc GPOE 
139.9 74.8 
112.6 114.0 
19.4 4.49 


282 6.2 272.8 
514.1 255.1 
547.4 289.1 


Capital expenditures remained 


227 .4 
90.8 


9.5 


274.3 
278.2 


1933 1934 1935 
aLiL s0=200.7 
80.1 48.4 
64.1 95.0 
98.2 563.1 
7.6 25.0 


250.0 731.5 
261.0 941.2 
357.9 1,054.2 


fairly steady up to 


1935, although the various items changed in 1930-4. Road 


1936 
4164.2 


49.7 
04.6 
217.6 
41.2 
563.1 
198.9 


214.7 


work tapered off to 1934, but relief works, mainly om highways, 


tended to offset the decline in highway expenditures. 


In 1933 


public building expenditure reached a peak, the Province then 


having under construction a new hospital and school. 


In 1935 


and 1956 capital expenditures were above the previous levels, 


primarily because of relief works, 


In 1935 also the rise in 


ordinary expenditures, already discussed, led ts a considerable 


deficit, and thus added greatiy to the debt increase in 1935. 


In 1936 ordinary expenditures were cut, revenues were up so 


that a surplus emerged, and the debt increase, though back to 


the 1930 level, was still considerably above the pre-depression 


average. 


Outstanding debt rose from $2.8 million in 1930 to 


$5.6 million in 1936, an increase of $2.7 millien,cor nearly L0Q4%, 


SUMMARY 


(1) The debt of the Island is still low, and the 


Sinking funds are well maintained, so that its accounting 


position is good. 


But the recent rate of increase in debt 


has been high, in the light ef the Provinece's history, and 


the forces that have made for this ehange may prove persistent 


for some time. 
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(2) Expenditure needs have tended to grow, partly 
because of the demand for social services and ‘partly because 
of the-economic position which has been affected by fundamental 
as well as short-period "depression" conditions, The 
contraction of the Cuba and U.S.A. potato markets, the 
cessation of emigration on the previous scale, and the in- 
creased intensity of competition in dairy products by the 
other Marktime Provinces have reduced the cash income in Prince 
Edward Island, and this decline affects the government's 
expenditure needs and revenue possibilities, The demand for 
welfare and educational services is unlikely to contract, 
The attempt to encourage the tourist trade to help to maintain 
cash income may also lead to a continuance of highway and 
other expenditures, 

(3) Although subsidies still fom over 40% of the 
revenues, the amount of revenue that has to be raised within the 
Province tends to increase, The possibilities here depend 
on returns from the trade in potatoes, and from the side lines 
of dairy and fox farming. Although the subsidy acts as a 
EAR NGsh con revenues, especially in depression years, the 
revenues cannot be said to be elastic, Furthermore, the F 
budget now contains more uncontrollable items than in the pre- 
depression years, and this increased rigidity indicates that 
future expenditure needs will have to be met rather by increased 


revenues than by readjustments of expenditure or savings, 
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FINANCIAL POSITION OF NOVA SCOTIA 


After Confederation there was for Nova Scotia, as 
for other Canadian governments, a short period of comparative 
financial smoothness. Certain functions had been transferred 
to the Dominion government, as had also been the debts of the 
Province, and the grant of better terms to Nova Scotia in 1869, 
with the additional debt allowance of 1873, gave the Province 
a reserve of spending power. Expenditures, however, advanced 
by 90% between 1869 and 1876. The main upthrust to the 
expenditure level came from the government's assistance to 
railway construction, and expenditures on roads. -Since the 
municipalities did little road building, this cost fell heavily 
on the provincial government. Thus expenditures tended to run 
ahead of revenues, and the reserve of spending power dwindled, 
At this time the revenue system of the Province was fairly 
narrowly circumscribed, for two reasons. On the one side, 
the electorate was strongly averse to direct taxation, so that 
the Province had to rely largely on the federal subsidy and 
on its territorial revenue. On the other side, the people of 
the Maritimes were suffering rather more than people elsewhere 
in Canada from the changing technique of industry, especially 
in shipping. The economy of the Province had to adjust itself 
not only to new national policies adopted within Canada, but to 
a world-wide change in industrial techniques. 

Attempts were made to secure further subsidy readjust- 
ments, and when these failed the Province resorted to borrowing. 
Only one direct tax was applied in this period - succession 
duties in 1892, and it proved a minor source of revenue for 
some time. 

The revival in world trade after 1896 gave temporary 


relief ts the provincial government. The formation of the 
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Dominion Coal Company, and the expansion of the coal trade 
in Canada's great development up to 1912, led to buoyant 
revenues from coal royalties. By the time of the general 
subsidy revision in 1907, mining royalties provided about 
half the total provincial revenues, and the subsidy about 
50%. In these conditions of growth, the fiscal system needed 
little alteration, and the increased subsidy of 1907 made 
possible certain additional expenditures, especially on 
technical education, I+ scems also to have played a part in 
inducing demands at this time for old age pensions, 

From 1896 to 1910 there was no financial strain, 
In Nova Seotia. as elsewhere, the period was one of development 
and optimism, The provincial government encouraged a small 
railway boom, spending over $5 million between 1896 and 1912 
on 400 miles of road, and securing $2 million from the Dominion 
for the same end, while the Dominion government also assisted 
in doek and harbour building. This coincided with and en-« 
couraged the investment of pri vate capital, particularly in 
iron and steel, but also in wool, ships, fisheries, tanning etc. 
In the light of later experience, this appears as a period of 
boom conditions, especially in Halifax and Sydney. Yet the 
nature of the urban construction boom served to emphasize 
economic difficulties in the rural areas. Agriculture was 
lagging noticeably in development, and was unable to withstand 
the competition of other provinecs in wheat, grains, meats, 
certain fruits, and certain dairy products, particularly butter, 
eggs, and poultry. Special government assistance was necessary, 
as it was also in New Brunswick, to encourage land settlement 
and promote the raising of products in which external competi- 
tion would be less severe. Despite this encouragement, the 
rurrl areas remained fundamentally weak in all but a few 


districts suited for specialization in certain products (apples, 
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dairy, etc.) At the same time there was evidence that the 
timber resources in certain localities were being worn out 
as compared with the resources in some regions, particularly 
British Columbia, that were about to compete in the overseas 
markets, 

The economic difficulties facing the rural areas 
led to new demands for roads to round out these areas, and 
link them to the more quickly growing urban centres, The 
Province had already spent money on railways to this end 
(1906-1912): the same objective was sought in the new road 
programme of 1911; in 1914 a commission was established to 
consider the possibilities of hydro-electric power development, 
and it was to be concerned at a later date with improving the 
amenities of the rural life, But by 1911 the government, which 
had been spending half its revenues on debt charges, education, 
and hospitals, found it necessary to enlarge its public works 
programme for road purposes, At the same time, the demand for 
further hospital accommodation was becoming acute, and in 1912 
additions to special departments were made, 

Despite the optimism of the period, (and partly 
because of it), the government had to improve its revenue 
position in 1912 by the adoption of certain corporation 
taxes, by motor vehicle taxes, and by attempts to apportion to 
municipalities certain costs of reconstructing bridges, etc, 
The constantly growing costs of debt, of education, hospitals, 
and roads, necessitated the change, | 

By 1913, the outstanding debt was $11.7 million, 
represented in the balance sheet as follows: 


Assets 
(Thousands of $) 


Taxes Receivable, etc, 282 
Halifax & S,W.Railway 4,447 
Roads and Buildings 5,893 
Advances 4 
Current Deficit Loot 

12,007 
Less Sinking Fund Rexzerve 326 


T1,68L 
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At this time, the revenues depended greatly on the 
domain and the subsidy, the former yielding half the total, and 
the subsidy 38%, Taxes provided only 8%. The main expenditure 
then was on debt, (19% of the total) with education taking 24%, 
and roads 20%, The expenditures already indicated the special 
circumstances that affected the economy, ..oad expenditures 
seemed likely to increase considerably, and debt charges, which 
were due largely to developmental projects, were already taking 
@ not inconsiderable part of the total expenditure, By 1913, some 
of the inherent difficulties in the Provinee's economy were re- 
flected in the financial position, Expenditure needs were increasing 
for communication equipment, for agricultural aid (training, 
demonstration work, clubs), for assistance to the railway serving 
these areas, And since the revenue depended largely on returns 
from the natural resources, the yield began to decline as a result 
of the collapse of the hoom, Halifax alone continued its boom 
right into the war period, and that was partly because of the 
federal programme of constructing docks and railway terminals, If 
existing expenditures were to be maintained, and still more if new 
developmental ones were undertaken, some broadening of the revenue 
basis was desirable, 

In these conditions, the position of the Province 
within the federation began to receive increased attention, 
Complaints about the financial arrangements had not been 
absent in the past, but the passing of time was clarifying the 
Province's position, Before the War, there was concern about 
the political status of the Province within the federation and 
its loss of members in the federal house, Its territorial status 
also became an issue, It began to be increasingly clear that 
the increments in capital values (both industrial and agricul- 
tural) accruing to other provinces were very largely the result 


of “frontier™ development (wheat ,minerals) and that the readjustment 
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of frontiers for all provinces except the Maritimes greatly 
affected their hello tre chance of obtaining capital increments. 
This position was clearly stated by Premier Murray in 1913 in a 
letter to the federal Prime Minister. A third issue in federal- 
provincial relations did not become crystallized until the post- 
war period; it concerned the economic status of the Province. 

The full implications of Nova Scotiats lag in devolopment were 
not appreciated until after the immediate post-war depression. 

In all provinces except the Maritimes, the immediate post-war 
depression (1921) was comparatively short-lived, and in the 
Maritimes it became obvious by 1925 that deeply-seated influences 
were affecting the situation. When the issue of economic in- 
equality was crystallized, the ground was laid for the Maritime 
rights movement, and for the ensuing Royal Commission (Duncan 
Commission). The lag in Maritime economic dave niuont, apparent 
in some sectors of the provincial economy before the War, was 
generally hidden during the war-time boom, which brought lucrative 
prices to farmers, especially to Lane fairiy large group of 
farmers with wood-lots, and with timber to sell to the English 
market. The war boom ead also to maintain the output of some 
urban Renee Tea to give opportunities for manufacturers for 
war purposes. The break of this boom in the post-war period, 

and the difficulties of recovery, revealed some inherent economic 
disabilities in the provincial economy. TO some extent, the post- 
War economic position of Nova Scotia (and in New Brunswick) was 
more like that of the United Kingdom than that of the other 


Canadian provinces, The post-war period was one of slow adjust- 


ment to a new si tuation that did not encourage optimisn, and 
PES SHAt tick left its imprint on the public finance system 
of the Province, 

During the war period, the Province had to extend the 
basis of its tax system, but not importantly until 1919, [It 


was in that year also that a new rate of increase in debt began 
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and that rate has continued steeply upward until the present, 
with a slight fall in the rate of increase from 1926 to 1928, 
The beginning of this debt movement is traceable to the extension 
of highways, in co-operation with the Dominion government, and 
to hydro-electric development, Alongside this were the new 
demands, common to all provinces, for improved education and 
hospital services, for better housing, and for the assistance of 
returned soldiers, As a result, corporation taxes were increased, 
succession duties altered, and increases made in motor licences 
and fees, In 1913, the combined taxes and licences had provided 
only 10% of the provincial revenue, but by 1921 they formed 
56% while subsidies and domain, which together had accounted 
for 89% of the revenue in 1913, by 1921 yielded only 41%. This 
new revenue basis altered little until 1926, taxation tending 
to become more significant and the domain and the subsidy less 
sO, But between 1921 and 1926 ordinary expenditures increased by 
almost one-third, Expenditures rose by over a quarter of a million 
dollars per year, and the bonded debt by about three million 
dollars a year, 

Since Nova Scotia had no income tax as in some 
provinces, and no assessable property tax as in some others, 
and since its provincial government assumed functions that 
sometimes lay on municipalities elsewhere, certain services 
were bound to be on a smaller scale in Nova Scotia than in other 
provinces, Furthermore, the slowing down of economic progress 
after the War and the lack of buoyancy in public revenues, 
affected not only the total amount of the revenue available 
but also the direction of its distribution. Up to 1925, new 
expenditures were largely directed at public works and roads, 
In 1921, debt and highways accounted for 47% of the current 


expenditures: and this proportion grew to 57% by 1926, The 
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debt had been doubled between 1913 and 1921, principally 
by an additional investment of $7,8 million in public works, 
and of $1.6 million in the new power commission. Between 1921 
and 1926 the debt rose from $21.8 million to $38.6 million, 
another $10 million having gone to public works, and another 
$2.7 million to the power commission. Debt charges, less interest 
received, were rising fairly rapidly, from 18% of total expenditure 
in 1921 to 26% by 1926, And current expenditures on highways rose 
from 29% to 31% of the total expenditures, These two items, there- 
fore, dominated the expenditure system, 

But the revenue system did not prove readily ex- 
pansive, Domain revenues in 1925 were only half their 1913 
level (to some extent because of the coal strike in 192) 
indicating that domain revenues were not buoyant, The tax 
basis, which had been broadened during the war years was still 
inadequate, Corporation taxes provided half the tax revenues, and 
the property taxes more than one-third, The remainder came 
from succession duties and amusement taxes, In 1926 the tax 
basis was broadened by the yield of the new gasoline tax, The 
lack of revenues, and the necessity for directing 71% of the 
available revenues into debt charges and highways, left com- 
paratively small amounts for government, social services 
(including education), agriculture, and conservation of the 
domain, Accordingly, there was little additional expenditure 
on education and welfare during this period, In 1921 only 28% 
of Nova Scotia's expenditures were on these services, while the 
provinces as a whole spent 36%: and up to 1926, Nova Scotia 
did not add much to these services so that by the latter year, 
only 21% of expenditure went to education and welfare, According- 
ly it is accurate to say that expenditures on social services 


were lagging considerably behind the growth of such services 
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elsewhere in Canada, a circumstance that drew forth the 
sympathy of the Inter-Provincial Conference in 1926, and 
evoked special consideration from the Duncan Commission 
(p.19 report). The interim payments recommended by this 
Commission were intended to allow the Province to undertake, 
among other things, a more extensive programme of such services, 

The post-war financial history of Nova Scotia 
(and New Brunswick) is important in revealing the first notable 
example in Canada of regional economic retardation that was 
sufficiently persistent and widespread to indicate the need for 
remedial action. The retardation reduced the revenue possibili- 
ties of the provincial government, and at the same time increased 
its expenditure requirements. The circumstances called for 
capital expenditures that would increase investment in the 
region, and implied also that social needs would tend to be 
greater than in a region enjoying a rapid increase in wealth. 
But retardation rendered such government expenditure policies 
Gittioult. 

Economic conditions did little to increase the 
taxable capacity within the area. The Province could either 
apply current revenue (and new borrowings) to what seemed to be 
productive expenditures, or could concentrate on social and other 
services that would mitigate the effects of the economic position. 
Up to 1926, Nova Scotia relied mainly on the former policy, and 
extended public works, and the power undertaking. But this 
policy left less than half the revenues available for govern- 
ment, welfare, etc., and anyway the government investment was 
not sufficient to offset the factors causing retardation. In so 
far as the Maritime economic position was due to lack of resources 
comparable to those of other regions in Canada, or to the loss 
of ability through emigration of many enterprising persons, or 
to lack of a national economic policy designed to profit this 


area as a whole, the developmental expenditures of the Province 
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could hardly offset the direct and indirect effects of all 
these factors. These factors had operated for some time, and 
their effects had sunk into the economy. To that extent, 
their influence was strong, and the investment expenditures of 
the Province did not counterbalance them. The government 
investment helped to maintain households and firms, but created 
no spectacular increase in private investment in the region. 
And at the same time, the level of debts and of public works 
expenditures left little revenue available for other services, 
But other provinces, not affected by underlying difficulties 
that severely curtailed their revenue possibilities, were 
improving their standard of social services, and the Nova Scotia 
government was therefore confronted with a popular demand for 
services on standards comparable to those maintained by other 
provinces, In view of the economic difficulties, especially 
in certain districts, the need for government social services, 
free or at less than cost, seemed to be greater in the Maritimes 
than in areas of Canada where income levels were higher. 
Welfare expenditures lagged up to 1927 in Nova Scotia, 
as did also expenditures on education and agriculture, but 
thereafter the broadening of the tax base by the introduction 
of gasoline taxes, the increased Dominion subsidy, extension of 
Dominion help in transport rates, public works, coal movements, 
port development, and the renewal of optimism that followed 
these undertakings enabled the provincial government to give 
increased attention to social and other services. It estab- 
lished a training school for defective children in LAT 5 EG 
considered again the possibility of paying old age pensions, it 
increased teachers! salaries, gave credit to farmers on long 
time mortgages, granted mothers! allowances, and made larger 
grants for hospitals and nursing, etc. In short, the history 
of the 1926-36 period is largely the history of the attempt to 


raise the standard of social services to levels comparable with 
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those elsewhere in Canada. This did not involve any reduction 
in development expenditures. They still continued to expand, 
even shout rapidly than before. The consequence was that the 
increase in debt was much faster between 1926 and 1956 than in 
1916-26, despite the widening of the revenue base. Between 

1926 and 1936, outstanding debt increased by almost $46 eae 
As a proportion of this total, the direct relief payments in- 
volved by the depression were comparatively small, amounting to 
over $2 million, But in addition to this, the Province provided 
relief work on roads, which, according to the balance sheet 
amountc@l to $5,2 million, and relief work grants to municipalities 
of $0.5 million. In all, however, the relief costs did not 
form a large proportion of the debt growth. Direct relief 
payments declined after 1933, although not with any rapidity 
until 1936 when the new government highway programme was well 


advanced, end general economic recovery was more pronounced. 


In short, relief costs proved fairly intractable until the 
Province had established a new level of government investment, 
a level that will remain until the hard-surfacing of highways 
is completed (i.e. at least until the end of 1938). The fixity 
of relief costs until 1936 is not unconnected with the fact 
that after 1930 opportunities for emigration to the U.S.A. and 
central Canada were reduced and the working population grew 
beyond what appears to have been the normal absorptive capacity 
of the Province. Government investment in highways since 19354 
has helped to take care of this problem, just as it helped 

to lower the maintenance costs of roads charged to current 
expenditures, but after completion of the highway programme 
further works may be needed to create employment, just as there 
will be a need for high maintenance costs on highways as the new 


roads suffer wear. In other words, the low level of direct 
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(1) From $58.6 million in 1926 to $84.5 million in 1956. 
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(2) 
relief costs in 1936 was due, in large measure, to the 
government investment policy, as was also the level of current 
maintenance costs on roads. The level of total current ex~ 
penditures of 1936 cannot therefore be taken as a measure of pro- 
bable current expenditures in the near future, unless some new 
set of government capital expenditures follow on after the com- 
pletion of the highway programme. In 1935 ana 1936, the govern- 
ment investment in the new provincial building also served to 
maintain the construction industry. 

In Nova Scotia the depression was met by the government 
by the provision of new equipment, as in highways, and by in- 
creased aids to industry, especially agriculture, fisheries, and 
mining. These aids are revealed in both capital and current 
account. They have taken the form of advances and loans (e.8. 
Land Settlement, Fishermen's Loans ete.) that have in all in- 
ereased by $1.5 million since 1929, the government control of 
the Inverness Coal Mine, and more intensive work on agriculture 
out of current account. These expenditures for intensive 
development are still comparatively modest, but they appear to 
be a corollary to the expenditures on the extensive equipment 
like roads, rural electrification, ete. So long as the trend 
of labour and capital has been away, rather than to, the Province, 
intensive development may need to be fostered, partly to maintain 
the present economic position, but also to utilize the extensive 
equipment already provided. After completion of the road pro- 
gramme in the near future, this intensive development, already 
aimed at certain industries - the fisheries, agriculture, gold 
mining, etc. - may prove to be necessary on a somewhat wider 
scale, in order to secure a more balanced economy, and in order 
to offset the influence of certain long-time factors that create 


economic difficulty. 
LOLOL CC ESOS 
(2) $95,000 as against $674,000 in 1933. 
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The expenditure system in Nova Scotia, which ¥. 
flects its needs with respect to public works, and which was 
dominated by debt charges and highways works in 1926, still 
reveals these characteristics, By 1936, however, debt charges, 
less interest revenue, accounted for 28% of the expenditures, as 
against 26% in 1926: ih the interim, the proportion of ordinary 
expenditure absorbed by highways had diminished, as a result of the 
capital improvements on the roads, But even in 1936 net debt 
charges and highways absorbed 50% of the expenditure. The items 
that had grown in relative importance during this period were 
welfare and education, particularly welfare, which rose from 9% of 
expenditure, to 20%, In the provinces as a whole, welfare was by 
1936 absorbing 35% of the total expenditure, The main upthrust to 
the welfare costs in Nova Scotia came with the introducing of 
mothers’ allowances in 1931, and of old age pensions in 1934, By 
1936 these two services formed over half the welfare expenditures, 
The remaining expenditures on welfare (health, institutions, 
hospitals, etc,,) are still at their 1926 level, It is likely 
that the health services will increase in the future, On no 
point was the Provincial Economic Commission (1934) more impressed 
than the need for extending medical services to areas unable to 
meet the costs of such facilities, Rural depopulation involved 
the breakdown of the system of medical attiention (Report p.203), 
and so far, the Province had been unable to take any major steps 
to remedy this position. Any buoyancy of revenue would probably 
mean therefore a still greater expemiiture to meet this obvious 
need, The preservation of at least some of the rural regions 
probably requires an increase in health services to implement 
the other maintenance expenditures (i.e, for the utilization of 
whatever opportunities for development may be created by highway 
improvement, rural electrification, aids to agriculture, 


fisheries, to general and technical education, etc.). 
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After welfare, education was the second growing 
expenditure in the 1926-36 period, In 1926 it absorbed 
13%, and in 1936, 14% of the total expenditures, the actual _ 
education expenditure having risen from $636,000 to $1,210,000, 
Almost half of the increase went in aid to teachers, school 
grants and free school books making up mo st of the balance, 
Despite the aid to teachers, their salaries are still compara- 
tively low. There are over 1,700 school units in the Province, 
each levying its own tax rate, Because of the needs of the 
backward aréas and their small school units, there has been 
an inevitable growth in the proportion of provincial to total 
expenditure on education, but the need for still further outlay 
and reorganization is evident, While the grant for free school 
books gives relief to individuals, it does little to improve 
the system as a whole, The Province has still no vocational 
school, 

The proportion of expenditure that goes to general 
government is lower than that of most reais rah The same low 
proportion of expenditure on government is found in New Brunswick, 
To some extent, the difficulty of improving the standard of the 
civil service may be due to the "frugality" of the Maritime 
administrations, Civil service salaries were cut during the 
depression years, 

The Provincial Economic Inquiry (1934), following 
on the investigation and recommendations on the civil service 
by Professor Dawson, placed at the “fore front of its recommen= 
dations” (p.87) the suggested reform of the civil service, 

So far as the future development of the provincial economy 
requires skilled investigation and supervision, the Province 
may find it necessary to increase expenditures on general 


government, 


(3) For general government, 6% in Nova Scotia as against 7% 

for the provinces as a whole, For general government, legislation 
and administration of justice, 8% for Nova Scotia as against 

12% for the provinces as a whole, 
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Expenditures on public domain are small and 
have been kept fairly constant, Expenditures on agriculture 
- have increased, but those on forests have fallen, perhaps 
below the minimum necessary in a region where conservation and 
protection are imperative. This item is likely to increase 
in the future, 

Total expenditures on current account have risen 
from$#5.0 million in 1926, to $8.8 million in 1936, and there 
are indications that the rate of growth is likely to be main- 
tained for some time, 

The revenue system in 1936 depended to a considerable 
extent on taxes, which yielded 45% of the total revenue, The 
federal subsidy produced 20%, licenses 15%, liquor control 12% 
and the domain Sf. These proportions had changed somewhat over 
the last decade, The proportion sunviibuiies by the federal sub- 
sidy increased as a result of the Duncan and White Commissions*® 
recommendations. Liquor control profits. also increased, 

In an economy where the level of the regional income 
tends to be low and the number of taxable subjects is not large, 
taxes have to be raised without adding much to the costs of 
enterprises, otherwise they may offset whatever beneficial effects 
emerge from the government's expenditure policy, and may even 
create further expenditure needs in the Province, for welfare, 
etc, This characteristic of regions suffering economic difficulty 
necessitates a careful adjus tment of their revenue systems, 
Thus, while Nova Scotia has no income tax, it has high gasoline 
taxes, high licence fees for gasoline stations, comparatively 
high corporation taxes of certain sorts, and comparatively high 
succession duty rates. There is an attempt to secure the 


revenues in ways that will be least harmful to the local 


economy. 
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It is not surprising, therefore, that the revenue 
raised by the Province has depended more and more on gasoline 
and autonobile, taxes, In 1926 these together formed 18% of 
the revenue raised by the Province, but in 1936, they formed 
31%. It is to be noted, however, that the gas tax rates are 
now very high, and that it is undesirable to have too large 
a spread between the Nova Scotia and New England gasoline 
prices, lest tourists should begin to resent the high rates, 
The other notable increase in revenue raised came from liquor 
control, which yielded $50,000 in 1926, and $1,105,000 in 1936, 

Over the period under review, the corporation 
taxes increased in amount, following the increased rates on 
banks, insurance companies, etc.,, in 1932, and the new taxes 
on chain stores and small companies, but these changes produced 
no marked increase in yield, 

In 1926, corporation taxes produced $779,000 and 
in 1936 $1,118,000 due mainly to the increase in taxes on 
banks, insurance companies and miscellaneous companies’ 
capital stock, Succession duties showed no marked change in the 
period, 

With limited revenue possibilities and expanding 
expenditure needs, the Province did not find it easy to es- 
tablish a favourable accounting position at any time during 
the period, On ordinary account deficits were more frequent 
than surpluses, and capital expenditures were fairly constant 
until raised in 1935, so that the overall deficit and the 
increase in outstanding debt was fairly constant until the. 
depression, Between 1926 and 1930, the debt increase was due 
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(4) In 1936, provincial revenues, after deducting the subsidy, 
were $7,579,000, of which $1,730,000 came from gasoline taxes 
and $1,249,000 from motor licences, 
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mainly to capital works, Debt rose by almost $17 million, 
$8 million of which went in advances to the power commission: 
the raatn adr went largely to public works, principally roads 
up to 1928, and in 1929 to mining development in the Inverness 
Mine, 

Nova Scotia's capital expenditures, unlike those 
of other provinces, did not vary much in size between the boom 
and the depression years, In the three boom years (1927-9 
inclusive) the capital expenditures amounted to $6.6 million: 
in the three depression years (1930-32 inclusive) they were 
slightly higher at $7,1 million, In the recovery years, 
they reached higher levels, and were $7.7 million for 1936 
alone, the highway programme then being the outstanding work, 
The maintenance of capital expenditures in the depression, and 
their enlargement after 1934 probably were significant elements 
in the process of recovery, especially since the highway works 
touched most areas of the Province, The following table indi- 


cates the position after 1932, 


L935 1934 1935 1936 
(14 mos, ) 


(millions of $) 


Current deficit (-) - = 


or surplus (+) -1.9 -1,7 -1,.1 re 
Capital Expen- 

diture Dee Bed ie wet 
Over-all deficit Sed Del 6,8 Va 


In 1933, the current deficit was at its peak, All 
revenue items (except the subsidy) reflected the depression 
conditions. The main declines between 1932 ad 1933 ino 
revenue were in taxes ($391,000) licences ($63,000), liquor 
($303,000) and domain($99,000). The year of lowest revenue © 
after 1929 coincided with the peak of direct relief payments, 
and a current deficit of $1.9 million resulted, Expenditures 


continued to rise a little, although 1936 expenditures were 
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very little above the 19% level, In the interim, direct 

relief costs had fallen, but the introduction of old age 

pension payments in 1934 raised the welfare costs, Debt 

charges were up by 1936, and education had also risen, After 
1935 revenues proved more buoyant, The revenues from gasoline 

tax and motor licences rose by $1 million, or nearly one-third of 
the total revenue increase, The increase in liquor profits, 

. federal subsidy (White Commission recommendation) and domain 
revenues made up the remainder, As a result of the revenue in- 
creases, current deficits declined rapidly after 1934, and a surplus 
emerged in 1936, In 1935 and 1936, however, the capital 
expenditures rose to new levels for Nova Scotia. In 1934, 

public works had involved $1.6 million of government investment, 
but by 1936 the total was $7.4 million, ($6.5 million going 

to hard-surfacing of highways, and $0.7 million to the new govern- 
ment building in Halifax.) The increase in outstanding debt was 
$6.0 million in 1936. , In 1933, the debt increase was $6.8 
million, but in that year the current deficit was an important 


contributor, 


Summary 
(1) Economic difficulty confronted certain parts of the 
Province in the pre-war period, but it was not until after the 
War, when other provinces were recovering from the post-war 
depression while Nova Scotia (and New Brunswick) were still 
experiencing some economic stagnation, that the special 
economic problems of the region were evident, 

In Nova Scotia, the revenues were limited, and the 
expenditure system became increasingly dominated by debt charges 


and highway works, aimed at the development of the Province, 
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(2) The effect of the Duncan Commission recommendations 
was to remove some of the difficulties, and with improved 
revenues the Province was able to give increased attention 

to —— and other services that were tending to lag in 
expansion as compared with other provinces, 

(3) The depression from 1930-3 which impinged on an 
already comparatively weak situation, limited revenues 

further, and added to expenditure needs, particularly for 
direct relief, 

(4) The increased government investment in the recovery 
period, coupled with small aids towards intensive development 
of certain industries, yielded a measure of economic improve- 
ment that helped to reduce direct relief costs, and to stimulate 
certain revenue, particularly gasoline taxes and automobile 
licences, The "White subsidy" also helped the improvement 

of revenues, 

(5) Capital expenditures in the past few years have 
been directed largely at road building, As already indicated, 
this investment has probably gone far to aid recovery and 

to provide employment for the increased working population, 

It has probably also encouraged the growth of the tourist 
trade, and this in turn has affected the yields of the gasoline 
taxes in the past few years, The successful operation of a 
tourist industry probably requires more than the laying down 

of highways, and some additional government expenditures on 

the national park, and perhaps on equipment, and towards 
training in tourist service may prove necessary, The value 

of this industry to the government is not to be measured only 
by the direct returns received in gasoline or other revenues, 
but also by the provision of gnall cash incomes to hougeholds 
in rural districts, A successful tourist trade might not add 


greatly to revenues, but it would reduce the expenditure needs 
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of the government if it yielded cash incomes in rural or 
partially distressed areas, Road building may also encourage 
road transport and may ultimately affect transportation costs 
within Nova Scotia and between the Province and other regions, 
an end which would be just as important in reducing the future 
expenditure requirements of the Prevince as in raising its 
revenues, 

(6) The revenue basis is still narrow and the recent 
sources of increase are unlikely to provide a steady uptrend 
into the future. Furthermore, the expenditure needs on welfare 
and education tend to, be long-term, The needs are greater 
than in some other regions, the taxable sources are fewer . 
Lack of economic resiliency reduces the number of taxable 
subjects, and a cessation of government investment might again. 
indicate the limited possibilities for expansion in the region, 
Even with the recent levels of government activity, there are 
still certain pockets of unemployment Within the Province, 


and these areas have all the characteristics of so-called distres- 


sed areas. 
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The Financial Position of New Brunswick 


New Brunswick in common with Nova Scotia encountered 
economic difficulty in the confederation period on account of 
the change in the technique of production, and the abrogation 
of the reciprocity treaty with the United States of America, 
The New Brunswick economy was based mainly on lumber, ship- 
building, and fishing, These industries met competition from 
steamships and railways, while cheap accessible supplies of 
timber within New Brunswick were becoming more scarce, and new 
supplies were being opened elsewhere. These conditions affected 
the fiscal position in two ways, restricting revenues within 
the Province, and necessitating new expenditures on roads and 
railways to promote development. Like Nova Qcotia, but not to 
the same extent, New Brunswick enjoyed a period of some financial 
ease after 1873 (i.e. after the general increase in allowance at 
Ottawa, and the special allowance for lumber duties). New 
Brunswick, however, did not use up its Ottawa reserve so rapidly 
as did Nova Scotia. Nevertheless, at the end of the century, 
expenditures tended to outstrip revenues, and debt increased 
by the building of roads and railways. In the Maritimes the 
railroad problem was especially difficult, because water compe- 
tition was keen, the railway facilities were idle for long 
periods in the year, and government assistance was pro tanto 
increased. In these conditions the Province had to extend its 
tax system in 1892, by the introduction of some corporation taxes 
and small succession duties, and at the same time pursued its 
claims against the federal government for arrears on the sale of 
the Eastern Railway Company (sold to the Dominion in 1884). 
Then, as after the Great War, the burden of uneconomic railways 
was 2 major issue in the New Brunswick economy. 

At the turn of the century, New Brunswick was receiving 
64% of its revenues from the Dominion grant, 23% from Crown lands 


and 11% from taxes (corporation, succession duties and liquor 
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(1) 
licences). On the expenditure side, education was the 
largest item, followed by public works, interest, and bridges. 
These accounted for almost two-thirds of the expenditure, the 
remainder being on government (justice, legislation, government 
and assembly), agriculture and health. 

The improvement in world trade after the turn of the 
century led to increased lumber prices, and at the same time 
improved communications within New Brunswick gave access to some 
new timber sources, so that the revenue from the Crown lands 
increased greatly, and by 1911 formed 39% of the total revenues, 
almost as high a proportion as the Dominion Cee 

The period from the opening of the century to the be- 
ginning of the War was important in the financial history of 
New Brunswick, The government was inclined to pursue a double- 
headed economic policy, that was not usual among Canadian provinces 
in the pre-war period, but has become more common in the depressed 
provinces in recent times, It was the policy of providing both 
extensive capital equipment (railways, roads, public works, etc.) 
and of providing also more intensively directed aids to certain 
industries to help them to increase their utilization of this 
extensive equipment. Before the War, the emphasis in most 
provinces was mainly on the provision of extensive equipment, 
and private enterprise invariably proceeded, in greater or less 
degree, to develop within that framework of transport, public 
works, and institutions. In New Brunswick, however, the 
spreading of capital equipment had to be implemented by aids 
directed at intensive development in certain industries and 
places. On the one side, since other Canadian governments were 


providing what seemed to be the basic conditions of expansion 


(1) In 1900 the total revenues were $758,988, of which the 
Federal Subsidy yielded $483,491, Public Domain $175,818, 
Succession duties $39,522, Corporation taxes $25,352 and Liquor 
licences $21,628. 


(2) By 1911, total revenues were $1,347,077, of which the 
subsidy yielded $621,360 and the public domain $529,660, between 
them amounting to 85% of the revenue. 
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by the extension of transport facilities and public works, it 
appeared that if New Brunswick were properly equipped with such 
works, Saint John might become “the New York of Canada", The 
decision to undertake the Saint John-Quebec Railway (1912), so 
that Saint John would become the terminus of all transcontinental 
lines, was based on expectations of such developmental possibili- 
ties, and on the need to integrate the railway system begun before 
Confederation and extended by the construction of many short 
stretches of line. But on the other hand, the opening of the West, 
and the shift to dairy-farming in Ontario, were already creating 
competitive difficulty for New Brunswick agriculture, so that 
Support had to be given in an intensive way to this industry. 
Encouragement was given to immigration, and attempts were made to 
improve the attractiveness of rural life (farms for settlers, 
improved roads, and an extension of the agricultural education 
programme after the Agriculture Aid Act of the Tederal Government 
in 1913). At the same time, attention was given to the expansion 
of the potato trade with Cuba, to the development of gas and oil 
in Albert, and to the coal industry in queen's. To further such 
intensive aid, new capital works were sometimes necessary eng: 
railway into Queen's and roads to farm areas). 

As a result of this expenditure policy, and of the tardy 
development of manufactures, even as compared with Nova Scotia, 
the provincial revenues failed to keep pace with expenditures, 
‘despite new succession duties (1905), new taxes on banks and 
insurance companies, new taxes from the Highways Acts of different 
years, & change in Crown land policy with respect to timber and 
pulp licences, and a new tax on municipalities to assist the 
hospitals. The debt grew steadily from 1900, so that by 1913 the 
New Brunswick debt was about equal to that of Nova Scotia, while 
her economy was less diversified. General economic conditions 
served to encourage claims against Ottawa, claims for a share of 


the Halifax Award, claims for compensation for the liberal 
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subsidies given to the new provinces, claims for compensation 
for the extension of boundaries in Ontario and Quebec (that 
might-contain “many Cobalts"), and general resentment at the 
loss of federal seats and at the implications of this loss, 
New Brunswick entered the war period with a debt burden that 
was gradually becoming heavy, especially in view of the fact 
that economic progress was not so rapid as in other regions in 
Canada, By 1913, the outstanding debt of the Province was 
$11.5 million., Of this total $4.1 million was indirect debt 
covering railway guarantees, the largest of which was the Saint 
John and Quebec Railway Company, that was later assumed by the 
Province (1917), $3.2 million had been directly incurred for 
highways and bridges, and $2.2 million for railway subsidies. 
The direct bonds amounted to 96 million and the treasury bills 
to just less than $1 million, The main source of revenue was 
still the subsidy, with public domain yielding the second item: 
between them they produced 81% of the total revenue, Taxes 
yielded 11%, succession duties being the main element, Current 


expenditures were as follows:- 


Expenditures 1913 
OOO 


Highways, Bridges Dooye 
Education iy 
Debt charses (less interest received) 257.5 

Government (inclwiing Justice and 
Legislation) 200.8 
Pyblic Welfare 99.8 
Pyblic Domain Toy 
Agriculture 98.9 
Other 28,0 
Total dep OOO Oo 


At the outbreak of the War, then the province still 
depended mainly on the revenues that had been apportioned at 
Confederation, viz., the subsidy and the territorial revenue. 
Direct taxes were still insignificant, But the expenditure 
system was beginning to reflect the special needs of the Province, 


as well as the general trend of growth that affected education, 
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highways, etc, in all provinces, The debt Charge in 1913 
had grown to 19% of the expenditures, reflecting the extent 
of provincial developmental undertakings, 

The War however served to reveal the factors that were 
dominating the economic, and therefore the financial, position 
of the Province, The War boom and high lumber prices encouraged 
that industry and this reflected itself in the domain A 
At the same time, the boom stimulated certain other revenue s, 
The special tax on insurance premiums proved buoyant, New taxes 
on amusement and on wild lands, and new basic rates of succession 
duty, also served to raise the level of taxes from $159,000 a 
1913 to $611,000 by 1921. The same boom Stimulated the revenue 
from licences, particularly motor licences which rose from 
$11,200 to $274,400 by 1921, Revenues as a whole rose from 
$1.4 million in 1913 to $2.7 million in 1921. The new level of 
revenue pemitted new government commitments, both on current and 
on capital account. As a result, by 1921 expenditures had grown 
by 151% over the 1913 level, as against 87% for all provinces, 
and outstanding in this growth was the new level of debt charges, 
In New Brunswick, as in other parts of the country, the rise in 
costs during the War had burdened the newly constructed railways, 
and railway liabilities which had been only indirect before the 
War, had tended to become direct, In New Brunswick, the Saint 
John and Quebec Railway Company was the main example: its bonds 
were assumed directly by the Province in 1917, and by 1921 the 
government investment in railways totalled $8.9 million, apart from 
the railway subsidies of $2.3 million,. The other main capital 
expenditure during the War period was on highways. The Province 
had 11,000 bridges to maintain and renew, and a new road programme 
was begun to improve the highways for the growing motor traffic. 
Between 1913 and 1921, $8 million were spent on highways from 
capital account. Furthermore, the potentialities of hydro power 


were considered by a commission in 1918, and a power commission 


(3) Domain revenues were $502,200 in 1913: $1,107,000 in 1921, 


“eouuve este: old ni 1 Sant aie 
eave oe nedto abeteo petetomtte mood ott eth 
esxed wor ‘omeoud borogg | anc hanorag soasauemt a9 xed | 
notdesoone to eetat atmed: West Bera” «baat Rite no, bia toe 

nif 900, aant sort eeked %9 ‘Jovel ont eater ¢ ot Bevan af 
aikowern ort botalntdd wood smse ont BRL ut 000.1108 
r meat weer a tr eannsott Tot om viratwenoned , BGO. . 
ott geo? efodv s-Be eouttavefi , ser ws cob arse ot ont, 
to ert ew od? ROL mk. ener m8 ot ele. at nO LEm aa 

Bee tradi ao sttod econ tamx00 sqominxaves won best teneg: Er | 
fomornig: Hie ae qws LhnogKe (ses xe tues 8 eA. .dnpo008, fetiga 

,noorbrota fis rot <6 tentens ne, lovel Blof ene TvO may 
pontente #deh tc lavelk wea eAt asw he baud at eimai 


4 
Per 
a Ki 


berod aot se Lqnexe Kien ett on 

ee i8el va hee eres ni 
a 
iad tae epee % seth ae woa iit eSe to. wat bteadsen yaw tat 4 my a 
woaivotl ok? .eyewiatd ao new Bolted tel ont goited ort he 
- eitenoxg hacr won & bite owes firs. mbes: oe ‘poghird 000 At bath #8 
Et Tets ttodoar aul Iron Sid 50 erat ta ‘san evorgmt of Best: 
mort myewagtt 96 taege wis aos Eb Se Hees bas ELOL wee 
“tome ombya tO" 2 it hipidne tog ond eromredt tt aie. 
asp th ee time 2S TOWO 4 gece lt Gt noted: mo | | 


LBOL ak GOO, TOL, Pr spies at 008 lath stow sosuever c 


if ee ae Me 


~ 128 - 


was established in 1920, with plans for developing power for 
Saint John, The government advanced #2 million for this in the 
first year, $1.6 having been spent by 1921, 

As a result of these undertakings, a new level of 
debt charges emerged during the war period, The revenues 
however were buoyed up by the war boom, especially the domain 
revenues, but as a whole, the revenue basis was comparatively 
narrow, the subsidy and domain revenues still forming nearly 
two-thirds of the total, While the subsidy proved stable enough, 
there was no such assurame about the domain revenue, which 
depended largely on the lumber market, and on the state of the 
province's lumber resources in comparison with the resources of 
other areas at home and abroad, And the remainder of the revenue 
system from taxes and licences was limited by the buoyancy of the 
regional income, These tax revenues, as well as the domain 
revenues, had been pushed up by the me boom, and new commitments 
had been undertaken. If revenues failed to be sustained, the 
new level of debt charges would prove burdensome, and might 
lead to contraction of other current services, By 1921 net debt 
charges formed 31% of the total expenditures, as against 19% in 
the 1913 period. In addition, the new work on highways and 
| bridges required increased maintenance charges, as did also 
the public domain, particularly for forest services and for 
fire ranging. Given these conditions, other services, like 
education and welfare, would have to be kept in check, unless 
revenues proved buoyant. A comparison of the 1915 and 1921 


current expenditures (excluding sinking fund payments) follows: 


EXPENDITURE 
$000 

1913 1921 
Highways, Bridges, etc, 506.8 834,0 
EBducation pale al A 442.2 
Debt charges(less interest received) ab eig Ne L007 er 

Government (including Justice and 
Legislation) 200.8 £71.47 
Public Welfare 99,8 251.8 
Public Domain poy ie! 277.0 
Agriculture 56.5 72,5 
Other 28.0 6,8 


Total 15353,9 3,395.7 
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But forest production did not maintain its war-time 
values, Since 1920 there has been a steady decline, with Some 
revival in 1924, and in 1928, and a deep depression in 1933, 
The meyanue producing ability of the Crown lands has a SSN 
not quite to the same extent as the net value of production, but 
since the costs of fire ranging tend to increase, the net surplus 
after deducting forest expenditures from forest revenues, fell 
by 57% between 1921 and 1936, and the net government returns in 
the depression years were less than 3% per annum of the value 
of forest production, 

While forest revenues declined in the post-war period 
from their war boom levels, other revenues did not prove buoyant, 
The post-war depression affected not only the lumber trade, but 
par eseieulture and shipping, and the regional income in New 
Brunswick, as in Nova Scotia, began to indicate the peculiar 
conditions that were affecting the Maritime economy, These 
pend tions had been present in the pre-war period, but the 
general Canadian boom at that time promoted some economic progress, 
in the Maritimes, even if slower than elsewhere, The war boom 
again tended to hide the operation of adverse factors, In the 
post-war period, these factors became more apparent, and even 
when the Canadian economy as a whole began its recovery from the 
immediate post-war depression, the Maritime Provinces lagged in 
this recovery, Throughout the post-war years up to the time of 
the Duncan Commission, New Brunswick experienced growing expendi- 


ture needs, but no particular expansion of the revenue possibili- 


ties, In the post-war period the extent to which the goverment 
(4) 


POLS Go One oes 1936 

slated 2000 = jovi 
Forest Revenues 406;7 72,9 1,042.1 374.9 546.2 
Wild Lands Tax - 55.4 54,2 elepas oes 
Total Revenue 406.7 1,028.3 T,096.3 430.7 “605.3 
Forest Expenditure oh ays 214,9 1A ok 149,5 191,8 
‘Forest "surplus" B7o.e 813.4 Voor BLS 413,5 


Ratio of "surplus" 
to net value of forest 
production ~ 3.5% 4, 3% 2,% 2.2% 
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has been affected by economic difficulties is indicated by its 
expenditure policy on capital works and on highways, In regions 
in which economic progress is being adequately pushed by private 
enterprise, governments need not expend so much on developmental 
projects, In New Brunswick, the pressure of economic retardation, 
and the attempt to provide works that would encourage enterprise 
(and tourist trade), have been perhaps the main concern of the 
government since the War, The extent to which the government 
has pushed these works is reflected in the fact that since 1921 
net debt charges and highway expenditures on ordinary account have 
consistently absorbed at least 55% of the total expenditure, 
In the depression years after 1930, when most expenditures 
(except welfare) had to be pared down, and when highway 
expenditures on current account were also cut, the proportion 
still remained high because increases in net debt charges approximated 
the reductions in highway expenditure, The following table indicates 
the extent of these two services: 
| DEL Geof) *1925. Bor 1930 % of WIS SAohiwe 1937 G of 


Total BOWE Total Total Total 
CMe Tio erm Hore miner Sroseote. | ee 


et debt 


meees 1,057.7 31 1,379.3 45 8,011.4 32 2,767.7 48 2,784.0 39 
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xXpendi- 
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For the provinces as a whole, these two services in 
the post-war period absorbed less than one-third of the total 
current expenditures, The dominance of these two itmms in 


New Brunswick current expenditures limited the funds available 


| for other services, especially as the lack of real revenue 
possibilities prevented a rise in revenues, 

| The capital expenditures which were giving rise to 
a new debt levels, were mainly on highways, new electric power 


| undertakings, and the Saint John and Quebec Railway, 
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The highway expenditures on capital account had grown 
with the emergence of motor traffic; and the provision of bridges 
in what has been called the “bost-watered country in the world" 
tended to exceed that of highways until eee Between 1921 | 
and 1925 the expenditures on these items amounted to $5 million, 
The other capital expenditure that advanced was for government 
utilities, there being an increase of $3 million between 1921 and 
1925. These two (highways and utilities) accounted for the 
increase in outstanding debt from $28.6 to $36.2 million. In 
utilities, $2 million of the $3 million spent went to the electric 
power commission, and $1 million to railways. By then, investment 
in railways had cost the Province over $9.5 million, Many other 
provinces had by then been relieved of their railway obligations by 
the Canadian National Railway, and provincial opinion in New 
Brunswick indicated that a similar transaction would be just in its 
case, 

While the above capital expenditures were the important 
ones in adding to the provincial debt in the post-war period, 
small amounts were involved in certain other projects, 

By 1925, the financial position revealed the difficul- 
ties with which the Province was faced, In that year there was a 
current deficit of over half a million dollars, The budgetary 
difficulties were fairly acute, despite the recent buoyancy of 
lumber revenues, the rapid rise in revenues from licences 
(particularly the automobile), and the rise in succession duty 
revenues from 1922, In his 1925 Budget Speech, the Provincial 
Secretary indicated that there would have to be increases in 
corporation (and amusement) taxes, and new taxes on gasoline and 
(5) “According to the provincial balame sheet, bridges accounted 
for $6.9 million in 1921, and highways for $4.2 million. By 
1926 highways had advanced beyond bridges, accounting for 
$8.8 million as against $8.7 million for bridges. Since then, . 


the highway expenditures advanced much more rapidly, especially 
after the inauguration of the hard-surfacing programme in 1934, 
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on real and personal property and income, based on municipal 
assessment. In view of the weakness of municipal administration, 
the inequality of assessment as between Teche nee the 
incompleteness of returns, the great discrepancies between the 
municipal assessment and the federal census returns on farm 
values, it did not appear as if the new income tax would be very 
equitable, It was not imposed, but other proposed changes were 
made, A gasoline tax of 3 cents per gallon was introduced, and 
there was an increase in certain of the corporation taxes, and in 
the amusement tax, An increase in tax revenues in 1926 resulted 


as may be seen in the following table: 


Revenues 
L245 1926 Increase 
$000 
Corporation taxes 244 644. 400 
Gasoline Tax ; ~ 118 a li 
Amusement taxes 49 54 5 


The tax changes yielded $523,000 additional revenue, 
It happened also that succession duties increased in 1926, so 
that total taxes rose by $544,200 in that year, while revenues 
as a whole essai $693,300, and a small surplus emerged on 
current account, In 1927, however, the Duncan Report was im- 
plemented by an additional federal grant of $600,000, and some 
of the new corporation taxes were remitted. They fell from 
$644,000 in 1926 to $413,000 in 1927, the fall in bank taxation 
and insurance premium taxes accounting for the bulk of the 
decline, This decline was of course more than offset by the 
increased federal subsidy, which had been equivalent to a 15% 
rise in revenues, Whereas the subsidy in 1926 had represented 
only 16% of the revenue, it rose to 24% in 1927. Despite the 
reduction in corporation taxes, revenues as a whole rose by more 


than the additional subsidy, 
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The implementing of the Duncan recommendations 
coincided with some improvement in New Brunswick trade, and a 
period of some optimism lasted till 1929, 1926 was a comparative- 
ly good year in production, and in addition the Duncan Commission 
had made special recommendations with respect to freight rate 
reductions, port development, and further inquiry into the Saint 
John - Quebec Railway situation, The boom that affected the 
whole Canadian economy occurred on a smaller scale in the 
Maritimes, and som buoyancy of revenues resulted, Public 
domain revenues rose by 19% between 1926 and 1928, but tumed 
downwards again in 1929, Other revenues however continued to 
expand till 1930, and a surplus on ordinary account resulted in 
each year from 1926 to 1929, The main changes in the revenue 


position may be seen in the following table: 


1926 ake 10) Increase or decrease x 
, $000 | | 
Liquor Control 417.3 1,544,3 Dig dey oO 
Federal Subsidy 666.8 L,206,8 600.0 
Licences 622.5 960,98 343,35 
Domain 1,045;9 880 ,0 165 po: x 
Taxes Pa, O 1,600.46 544, 6 
Miscellaneous Meee _ 20,9 jor nete el) ae 
Total _ 4,064,” 6,504.0 Sas 


About half of the increase in revenue came from liquor, 
a new form of liquor control having been established by 1928, 
One quarter of the increase was due to the "Duncan subsidy", 
and the remainder came principally from taxes and motor licences, 
The revenue system was still narrow however, The increase in 
liquor profits, which vary dizectly with public spending could 
not be regarded as permanent, The federal subsidy increase was 
due to a special investigation, and would prove stable, The motor 
licence increase was als likely to have fairly definite limits, 
Taxes increased by 27.4% but public domain revenues declined by 
15.9%. Corporation taxes had fallen by the remission of 


taxation after the increased subsidy: But these declineshad been 
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just more bis offset by the increased yield of gasoline taxes 
($528,000), By 1930, taxation was yielding only 24% of the 
revenue, 

The increased buoyancy of total revenues permitted 
again new expenditures on both current and capital account, 


The current expenditures rose as follows: 


Expenditures 


1926 1930 Increase 

$000 | 
Highways 7240 1,894.0 1.022,.0 
Net debt charges i50L0%5 2,011.4 500,9 
Government (including es 
Justice and Legislation) 467.0 729.6 262; 6 
Welfare 270,0 440.4 L70,4 
Domain Leo 353.4 LT 6s 
Education 539,9 693.2 16340 
Agriculture LOTS 243.2 LGR eS 
Miscellaneous 14d L7.0 Big 
Total Di OL. t 64562;,e 2,424,5 


Highways, debt, and government absorbed three-quarters 
of the increased expenditure, Highways received the main benefit 
of the new expenditure level, accounting for 42% of the increase, 
ee was next Rai 21%, then government with 11%, The growth 
of provincial police costs, and of government departments, accoun- 
ted for the increased expenditure on government. Debt and high- 
ways dominated the level of expenditure, amd absorbed most of the 
increases: debt accounted for 32% of the total and highways 30%, 
Education accounted for 11% as against an average of 18% for all 
provinces, and welfare for less than 7% against an average of 
20% in all provinces, But in New Brunswick new demands were 
emerging with respect to welfare and education, demands for the 
establishment of social services on levels comparable to those 


in other provinces, The Province increased its expenditures 


(6) The increased yield of gasoline taxation was partly due to 


the growth of road traffic, and partly to the increase in tax 
rate to 5 cents per gallon in 1929, 
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on public health, and on provincial institutions during this 
period, but the demand for additional hospital grants, child 
welfare services, old age pensions, and mothers! allowances was 
insistent. In 1930 it was decided to institute old age pension 
payments, but the advent of the depression caused a postponement 
of payments until 1936, The other welfare services are still 
oh a very modest scale, In education, in 1928 and 1929, the 
increased expenditures went largely to free school books, but 
by 1950 this particular expenditure was smaller, and the new 
education expenses were going also to school grants and teachers’ 
Superannuation, Highway expenditures and debt charges, however, 
so far dominated the expenditure system that concessions to welfare 
depended almost entirely on the emergence of further revenues, 
During the boom, the debt rose by another $15 million, 
In 1921, 1925 and 1926, the total expenditure (current and 
capital) had averaged over $5 million but in 1927 it | 
rose to $6.6 million, then to $9,0 million, then to $11,6 million, 
and in 1930 to $13.9 million, a level not reached again until 
1937, when the 1930 peak was exceeded, and the total expenditure 
reached $17.0 ail ton The $15 million increase in outstanding 
debt occurred despite the sale of the Saint John and Quebec 
Railway to the Canadian National Railways in 1929. The railway 
was sold for $6 million, of which $2.7 million were paid by the 
assumption of bonds outstanding, The Province wrote off $2,96 
million of the railway investment as a capital loss, The main 
expenditure contributing to the debt increase was the highway 
expenditure which approximated $17 million in the boom period, 
the annual outlay increasing as the boom years advanced, and 
reaching a peak in 1930 ($6,6 million). In the boom years 
also, additional investment was made in the power commission, 
the expenditure beginning to rise in 1930, Even in the boom 
period, then, the Province was subject to financial pressure 


in two ways. On the one side, the expenditure needs were 
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growing; first, through the necessity of maintaining development 
expenditures and, second, through the new demands for social 
services that would be comparable in standard to those given 
by other governments, On the other side, the revenue possibilities 
were limited, despite the increased Dominion subsidy. Some 
previous Dominion grants-in-aid (subventions) were tapering off, 
and the Province's own revenue-raising powers were inherently 
weak by reason of the lack of diversity in its economy, The 
need seemed to be to lighten tax burdens, because of the citizens’ 
strong antipathy to direct taxation and because of the apparent 
lack of an income level among the mass of voters that could 
provide a taxable surplus, At the same time, the proportion of 
revenue going to net debt charges (32%) was much higher than in 
any other province (general average 17%), so that the debt 
history of the Province was already threatening to dominate the 
public finance system, and its future direction, 

The effect of the depression has been to hasten the 
forces making for enlargement of the public finance system. 
It involved a new level of borrowing, mainly for public wrks, 
for deficits, for the power commission, and for relief: as a 
result debt charges rose still higher, At the same time, the 
eosts of welfare in the current Seen unas were pushed up: 
highway maintenance charges have not recovered to their 1930 
levels, but in part this was due to the new road programme on 
capital account, Since 1930, current expenditures have risen 
by 13% and outstanding debt by 56%. The debt increase may be 


indicated broadly. 


1930 Le. 1932 1933 1934 1935 1936 1937 


urrent Surplus (+) - = . : 


Or Deficit (-) =79 +13 -189 -785 -361 -A432 -48 £+357 
‘apital Expendi- 
ture. 73493) 2% SOS) S25. 948°—1 340-4, 051, 1080, B10 


WWer-all Deficit 7,571 4,345 2,012 1,727 1,701 4,463 4,246 9,462 
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The difference between the over-all deficit and the 
debt growth was due chiefly to changes in advances to utilities, 
and to instalments received for the sale of the Saint John 
Railway, The debt growth was attributable, therefore, mainly 
to the capital works and only about 5% to deficits on 
ordinary IN, 

The above table indicates that capital expenditures 
were contracted greatly in the depression years to 1933, but 
have since recovered to a new peak, In common with most provinces, 
New Brunswick felt it necessary to rush for cover in the depression, 
by cutting expenditures that could be postponed and by raising 
new revenues, 

In 1932 it was decided to attempt to balance the 
budget, even if that would “impair the efficiency of the services 
of the province", as the provincial secretary then said, Both 
ordinary and capital expenditures were curtailed, and taxes were © 
raised in an effort to offset a decline in liquor profits, domain, 
and licences, The gasoline tax was raised from 5 to 7 cents, and 
to 8 cents in 1933. Succession duties were raised, and corpor- 
ation taxes of certain sorts (e.g. banks, insurance) were also 
added to, The current deficit declined from 1933, and a surplus 
emerged in 1937, The capital expenditures also expanded greatly 
from their depression low, 

The reduction of capital expenditures from $7.5 million 
in 1930 to $942,000 in 1933 must have had considerable effect on 
the economy of New Brunswick, The decline and recovery in capital 


works occurred as follows: 


3 $000 

1930 1931 1932 1933 1934 1935 1936 1937 
Highways a a er Fe et 600; L,0oL), 4,05e. 4.082 9: ¥ee 
Buildings 598 856 165 143 25 46 67 00 
Other Advances 
‘etc, 301 280 42 109 204 ~747 109 OL 
Total Capital 5 j : 
__ Account 7,492 4,358 1,823 948 1,540 4,051 4,198 9,819 


| (7) Between 1930 and 1937, outstanding debt grew by $29.4 million: 
| the current deficits during this period amounted to $1.4 million, 
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New Brunswick, like other Canadian governments, 
apparently extends its capital works in the good years, The main 
highway expenditures of the past three years have been fies hard- 
surfacing, Apart from the above expenditures, advances to the 
power commission were necessary, these reaching their peak in 
1951, In 1932, 1933 and 1934 net losses on exchange involved in all 
$441,000, From 1931 to date direct relief required financing, with 
also small amounts for municipal relief up to 1934, 

Over the period 1930 to 1937, the goverment investment 
in highways was by far the most outstanding capital commitment, the 
investment increasing by $25 million in these years, The ines 
commission accounted for $3.1 million, and current deficits for 
$1,4 million, Relief, and investment in buildings, each accounted 
for $1,4 million, and exchange for. $0.5 million, Allowing for the 
change in surplus account, the write-offs and change in current 
assets, the outstanding debt rose by $29.4 million. By October 


1957, the assets in the provincial balance sheet were as follows:- 


Current Assets _ 0,521 
Utilities 8,154 
Public Works 61,796 
Relief, (non-self-supporting) loans, etc, 5.259 
Capital losses 2,091 
Current Deficits 6 , 940 
89,961 
ss Surplus Accounts - 

Sinking fund reserve 7,932 

Capital surplus 354 
Deferred Revenue aoe 6 7,998 
Total Outstanding Bebt 81,963 


In the depression years, the most significant change 
that has bueren in the revenue system has been the growth of 
importance of taxation in the yielding of revenues, The changes 
in gasoline taxes, corporation taxes on banks, insurance and 
ete cerorinotal companies, and succession duties have increased 


their yields beyond the pre-depression levels, Taxes now produce 
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37% of the revenue as against 25% in 1930, and 22% in 1921, 
Taxes increased their yield by over $1 million between 

1930 and 1937, The other revenues that are now above the 1930 
level are licences and subsidies, while liquor profits have 
failed to recover their previous levels, In the new level of 
revenue, the outstanding growth has been in gasoline taxes and | 
motor licences, which between them give now 33% of the revenues, 


The following table shows the main revenue changes in the period 


1930-37: 
Revenue s 
Increase or Decrease Increase 
1930-3 L953—" 
$000 

Subsidy $50 7 €) 269 cu 
Taxes 109.0 +1 ,050,9 
Licences SLES + 130,9 
Domain -322.9 + 635028 
Liquor -999,0 25594 


The above table indicates the sensitivity of the 
liquor and domain revenues in the depression period: the 
_taxes however kept up in this period, In the recovery years 
(1933-7) all items expanded, the subsidy by reason of the 
White Commission's recommendations and the tax revenue mainly 
by reason of the increase in the yield of the gasoline tax, a 
result of growing use of the highways and an expanding tourist 
trade, The licence revenues also reflect this change, The 
public domain reflects the increase in the lumber business in 
1936 and 1957, , Liquor profits have not recovered to the 1930 
levels, despite the fact that 1937 may prove to have been a 
good "recovery" year, The fact that the recent buoyancy of 
revenues has been due very largely to new yields from gasoline 
taxes and automobile licences should indicate that continued 
expansion of this source of revenue can hardly be expected, 


In short, the revenue history of the last two years does not 
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indicate that revenue possibilities have expanded in the province, 
The revenue basis is still narrow, as it probably must be since 
the economy is not highly diversified, and since persistent 
economic difficulty tends to limit the taxable capacity of the 
people, and to leave few taxable reserves for meeting future 
needs, 

Up to 1936 current expenditures continued to out- 
strip revenues, Net debt charges continued to dominate the expen- 
diture system, reaching 39% of expenditures by 1937, Other expen- 
ditures showed as much growth as the burden of debt and the narrow 
revenues would permit. Significant was the expansion of welfare 
expenditures, which formed only 7% of total expenditure in 1930 
but rose to 17% by 1937, This growth was due largely to relief 
expenditures: between 1930 and 1933 welfare services excluding 
relief fell by $66,000 but then rose again, and the addition of 
old age pension payments in 1936 raised their total. If relief 
costs are added to welfare, by 1937 this item had risen to 17% 
of current expenditures, As a consequence of the increase in 
debt and welfare, and in keeping with the limited revenues, many 
other services were contracted, In 1930 highways had accounted 
for 30% of expenditure, but by 1937 they accounted for only 16%, 
But since debt, welfare and highways accounted for 72% of the 
new expenditure level in 1937, it is clear that little increase 
could be afforded to other services like education, agriculture 
or domain, There was however a slight increase in domain expendi- 
tures, The following table indicates the extent of expenditure 


changes in the depression and recovery years: 


Expenditures 


Increase or Decrease Increase 

1930-3 1933-7 

erre $000 i eitnhyc inte 
Net debt charges + 756,50 p AMR SL er 
Welfare + 409.4 Seo 
Education - 94.6 + 1352.5 
Justice - 154,0 + 49°53 
Legislation ~ areas 8 + 5.4 
Government - 53.6 tT eee 
Agriculture - 129.6 * 104.7 
Domain - 86,8 + 170,9 
Highways «1,193.8 + 453.9 
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Debt and welfare have increased throughout the period, 
Of those cut in the depression, Only education, domain, and 


government have been restored above their previous levels, 


SUMMARY 

(1) The New Brunswick economy showed even less 
resiliency than that of Nova Scotia in the post-war period, 
The great dependence on forestry and agriculture, neither of 
which was fitted for any notable expansion, meant that recovery 
from the 1921 depression was difficult, and in fact in 1928 and 
1929, the net production was still near the 1921 level. There-- 
after the depression caused contraction, Agriculture tended 
to decline progressively, and forestry failed to recover to its 
War levels, The growth of the pulp industry, which was late 
in the Maritimes, did not provide rural employment opportunities 
comparable to the lumber industry. The Province has not, as 
compared with Ontario and Quebec, been getting a high rate of 
return from its forest resources, and there are indications 
that conservation and protection costs may be increased. inthe 
future. 

(2) The debt problem in New Brunswick had been present 
before the War, and it was attributable largely to the costs 
of roads and bridges, and to the extension of railway develop- 
ment. The Saint John Railway was sold out to the Canadian 
National Railways in 1929, and to that extent the burden was 
lightened, But in the post-war period, the need for highway 
expenditure, and more recently for the hard-surfacing of high- 
ways, and for attention to electric power development, all 
added to the debt burden. Governments elsewhere, by expenditure 
on roads, railways, bridges, public works, and by encouragement 
of agriculture and farm settlement, secured some measure of 
progressive development, but in New Brunswick the same policy 
failed to increase income appreciably, and the burden of debt 


charges has progressively increased, until now the debt charges 


7 


“stone: vedtd aubttyoe a" ennestat ote | 
| av seam A cectacoiad wine — é 


r 


geal ave bowels yawutios dol restund welt eat (2) 


shotrad taw-teoy ety af attoo2t avon to “pat neds 


to yerldien ,eretinobige fre vrveorat to ena 


hs vravoosy tads Paso phOLanmund & shdns or une rod bestia Bd 
| Bie ORE NE Joed nt Boe (i tvoittib aay He iewozgen £801 out? rT 


he «oTont Lever AOL pifitiaose [Lite nus no dd oubdse ten od 108 


Bohnws Stout Ivotiwk. ,nortoarénes beavad nolerergeb oka: es 


HA a8 ‘ . a * \ — ae “ 7 ‘ 
ie adi ot yoveoey of bohked yissetol base ‘Viovieaetgo 2 endo 

w ‘ ah ’ F 4 

| ated saw foide \videbba. efug ed? To dtwors edT selowel, 
eoltiausaoqie Inouyolome Leyut wbivoyg vou BLb ‘ep omikd tel, ald : 


a ga fom ead soniverd anT  «vrtaubat -retaul edd od wd iderag 


to ete Gesth © unidton nood ,oodon> Bas olzase® dow sitet 00 
ee it 

evo linokint oF sure ive reo wsE8s7 teom0t pre ‘gos 7% an 
a ee et bonne oat od em en Bos teitoado my bain mottanieenen 4 
ae taseeta esd bad aodiwaauyh wot nk moldoyg deb ba? (8) 
os | ateos ent oF ylourel eldstudivyts-s new +i Diss ial aiok oa 
ri “go fovab “wiley te nodarerxe ety o7 ‘baa ssogber bas « 
Loe 8 AW wens dan mot snag pat | 
aew nobind of? gmotee Jets od baa e@s Ses ae event ien, ae are 


tan 


; a a gary mer ie’ | i ob hi’, . 
ri Ser banat ey ef Tue 


i 
% Re nw 


Yeudaisi sot Soon ef% , dot oq. 7 meteor eat Fei fut 


<n it Yo mirlowteddsbaadl acid | wort ¥ Lanieoor : 50m brs fe 
2) | Ele .tinomqoteveb sewou obetos sie, ot no i dnd: 


waaeTanaxe yi pote sehen oF OL FY von 


a eae v" ay ¢ i be 
devin SgaTH0ORe “vo bow $8 trow ot Leharel’ gfeh 
i Re ries ane i 


to ete Bout SOE, we T10 snd Beare a 


- 142 - 


account for a very appreciable part of the ordinary expenditures, 
Next to Saskatchewan, New Brunswick has the heaviest dead-weight 
debt of all provinces, in relation to revenues. In relation to 
provincial production, the debt is almost twice as heavy as that 
for the provinces as a whole. 

(3) On education, the Province spends a smaller pro- 
portion of its revenues than do others. In 1926, it spent nearly 
as large a proportion of its revenue as dia Nova Scotia, but it 
has not been able to expand this service, and evidence suggests 
that any increase in revenue would probably be utilized for 
the extension of education, Failing further increases in revenue, 
zt may be found necessary to increase this srpangdiune anyway, 
as one method of improving the mobility of populations in 
distressed areas. On public welfare also, the amount spent tends 
to be a smaller proportion of revenues than in most provinces, 
and, with the debt burden as heavy as it is, there is a 
presumption that social services are lagging. The 1936 increase 
in welfare service was due to the undertaking of the long post- 
poned old age pensions. Rural health services are still lagging, 
however, and further increasés in public health services, as also 
education, will probably be necessary in the near future. 

(4) The revenue system, like that of the other 
Maritimes, is considerably dependent on the Dominion subsidy. 

The history of the tax system, also like that of Nova Scotia, 
has been dominated partly by dislike of direct taxation, and 
largely by the lack of taxable objects due to economic 
retardation. New Brunswick, resembling Nova Scotia in not 
collecting an income tax, fails to impose any general tax on 
corporate capital, as do Nova Scotia and some other provinces, 
Accordingly, of the corporation taxes, New Brunswick is 

greatly dependent on those on insurance and railways. These 
between them make over 50% of the corporation taxes, the remain- 
der coming from taxes on extra-provincial companies, banks, and 


telephones, Again New Brunswick, like Nova Scotia, does not 
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impose succession duties as low in the scale as do the western 
provinces, but New Brunswick fails to impose the same heavy 
rates on the high brackets as does Nova Scotia. Accordingly, 
among the taxes raised, New Brunswick is greatly dependent 

on the gasoline tax, which forms almost half of the tax 
revenue, Although the gasoline tax rate is high, the yield is 
comparatively small, and the same difficulty with respect to 
yield has been found in the corporation taxes, on which higher 
rates were imposed in the depression years, Higher licence 
fees also failed to show azy marked buoyancy, exsept for 
automobiles, It should be noted also that in 1935 and L565 
the revenues profited from succession duties on two unusually 
large estates, and that the return from thesa duties is unlikely 
to be maintained in the near future. Despite the higher tax 
rates, the accident of high succession duty yield in 1936, and 
the advanced stage of economic recovery in 1937, the revenues 
just covered expenditures in 1937, and some expenditures had 
not regained their former levsi, So far, economic conditions 
permitting an enlargement of certain expenditures have not 
emerged, the technical position of the budget has not improved, 
and the debt growth has tended to be persistent. 

(5) The long run financial position in New Brunswick 
is unlikely to be easy, partly because, as in Nova Scotia, there- 
is little likelihood of there being any marked "frontier" 
expansion, and partly because the economy is even more narrowly 
circumscribed than that of Nova Scotia. The existent burden 
of debt, due only in small part to the recent depression and 
bound up more with the long-term fundamental needs of the 
province, is already onerous, and its existence may limit the 
Province's ability to encourage more intensive development of 
existent resources, Ordinary expenditures on education, 
welfare, and public works may also require to be increased for 


Social, as well as developmental, reasons. 
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The Financial Position of Quebec 


Certain geographical, historical, and institutional 
features of the Province of Quebec have proved significant in 
the course of the provincial finances. 

The geographical factor of most Significance is the 
St. Lawrence river. As a trade route between the Great Lakes 
and the Atlantic, the main stream determined the entrepot 
position of Montreal, and even in the pre-Confederation period 
lines of development tended to converge there, After 
Confederation, the provincial government encouraged railway 
building in the settled regions of the Province, while Dominion 
expenditures on railways, canals, and harbours in later periods 
further strengthened Montreal's position. The river, by provid- 
ing trade routes, was important in determining the original 
areas of Beh oman ts; of agriculture, and of forest exploitation, 
while its trupecien: especially in the later period of hydro- 
electric foi aia have helped to bring about a fairly large 
range and volume of manufacturing in this region, Easy transport 
facilities and cheap motive power have combined with satisfactory 
labour conditions, and the stimulus of tariff policy, to increase 
the volume of manufactures. Jhile the main stream of the 
St. Lawrence river provided sites for the commercial and manufac- 
turing activities of the Province, its tributaries provided the 
means of exploiting and exporting the Province's natural resoure 
ces - forests, pulp, power and agriculture, And the Gulf gave 
rise to the Gaspe fisheries. 

As Winnipeg became the entrepot of the prairies, 
Montreal tended to become the entrepot of the whole Canadian 
economy. Its prosperity depended on the home and foreign trade 


of Canada as a whole, a condition that sometimes added greatly 


(1) quebec now leads all provinces in potential and developed 


water-power, having 39% of Canada's potential horse-power, and 
49% of the existent Dominion turbine installation, 
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to the revenues of the Province. In periods of economic dislo- 
cation, however, the responsibility for the maintenance of this 
commercial and manufacturing "overhead" of the whole economy 
would tend to fall on the provincial institutions, (provincial 
and municipal governments, charitable institutions, etc.), a 
cost that became increasingly onerous as the entrepot character- 
istic developed, and as social philosophy began to dictate new 
ranges of governmental expenditures in depression periods. The 
ability of provincial institutions to meet these costs depended 
on their inherent resources (in funds, revenue possibilities, 
Credit, etc.), and on the frequency of serious dislocations 
involving them in new debt, 

The commercial and manufacturing activity of juebec 
increased rapidly in the 20th Century, and has been accompanied 
by a large transference of people from the country to the town, 
Growth of the pulp and paper industry and intensive utilization 
of tne Province's waterpowers drew workers to certain rural ATCAS, 
and both government and church have always been concerned with 
colonization and rural development. Nevertheless, in the last 
forty years, therc* has been on balance a marked transference of 
population from rural to urban areas, and a growing concentration 
in the Montreal region. in 1891 urban areas accounted for only 
33% of the total population, but by 1931 they held 63%. This 
migration affected both rural and urban organizations, institu- 
tions and services(education costs, charity, church, as well as 
housing, road programmes, etc.). Even more significant than 
the population shift itself was its centralizing character, 

Over 40% of the people of the Province are now found in the two 
cities of Montreal and Quebec. In relation to the size of the 
settled part of provincial territory, this urban centralization, 
and its economic dependence on the total Canadian income, creates 
@ population structurs that nas no counterpart elsewhere in 


Canadian provinces, 
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The second determinant of the region's economic 
expansion was the distinct racial and religious character of the 
majority in the Province. This determined the nature of the 
institutional structure, and the place of the government in 
economic development. In both these respects Quebee has been 
unique among the provinces. Since these characteristics of 
race and religion were regarded as fundamental in themselves, 
it was to be expected that the provincial government of Quebec 
would be less concerned than most provinces with matters of 
economic change, taxes, and finance. 

And broadly the financial history of the Province 
bears out this expectation. From the distribution of provincial 
government expenditure at the outbreak of the Var it is evident 
that the Province was concerned primarily with the functions 
considered “necessary” by John Stuart.Mill. Quebec spent more 
of her revenue on justice, legislation and general government 
than did the other provinces, At that time also Quebec tended 
to spend more on debt, being concerned with the reduction of the 
debt that had been incurred for railway-building in the last 
quarter of the 19th Century. Quebec was not, at this time, (1913) 
embarking on new undertakings, supplying utilities or loans, as 
were the other provinces, In 1913 Quebec spent less than other 
provinces on welfare and on education, but this was due, in large 
part, to the fact that these services were also provided by the 
Church in Quebec. At this time also, Quebec's expenditures on 
highways were small but the inauguration of the good roads 
policy in 1912 indicated that Quebec's highway expenditures 
were likely to expand. Nevertheless, through the late 19th 
Century, and up to the War, when other provinces were undertaking 
new enterprises of various sorts, quebec confined itself primarily 
to the traditional necessities of government, and did this ina 
conservative way. HEconomic development was left to private 


enterprise, and welfare and education largely to non-government 
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institutions, 

The financial history from the late 19th Century 
onwards may be contrasted with that of the '70's and '80's, 
In that earlier period, Quebec gave much attention to the works 
that seemed necessary for developing the territory adjacent to 
the St.Lawrence river, and a very positive policy of railway 
encouragement was followed. That policy was in contrast to that 
of Ontario at that time. Unlike Ontario, Quebec did not lie 
directly between the seaboard and the western states (Hob Ussy 
and Canadian), and the privately provided railway mileage in 
Quebec tended to be small. . Quebec therefore, aided private 
construction by subsidies, and when the railway being built 
through Quebec, Montreal and Ottawa encountered financial 
difficulties, the luebec government took over construction of 
the line (1875). It was completed by 1879, and the government 
operated the railway until 1882 when it was sold in part to the 
Canadian Pacific, and in part to the North Shore, Railway Companies, 

The following indicates the extent of the railway 


encouragement by the government in the decade following 1875. 


Subsidies to Subsidies and Total 
various costs of construc- for 
railways tion of Quebec, Year 


Montreal and 
Ottawa Railway. 


3000 
1875 359 651 1,010 
1876 196 UNG 1,518 
1877 279 $4203 3,482 
1878 464 2,146 2,610 
1879 403 1,901 2,304 
1880 233 268 501 
1881 216 #25206 2. £28 
1882 74 837 se exes 
1883 99 , 583 682 
1884 137 438 575 


Total 1875-1884 25460 13,555 16,015 


Total 1874-1900 12,221 135,956 26,177 
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Of the $14 million spent on the Quebec, Montreal 
and Ottawa Railway, the Province recovered }10.4 million, 
consisting of $7.6 million from the sale, $2.4 million from 
the Dominion government as a grant for the construction, and 
$0.4 million from construction refunds. These proceeds were 
subsequently applied to the redemption of provincial debt, 

As a result of this policy of railway CRM Fe 
Quebec had to resort to borrowing from 1874 onwards, and debt 
charges rose, accounting for over 50% of the increase in current 
expenditures between 1869 and 1900. By 1900 most of the then 
outstanding $35 million of Direct Funded Debt had been incurred 
for railway purposes, although few other expenditures - such as 
public buildings, bridges, etc., which grew with the 40% expansion 
of population between Confederation and 1900 - were also financed 
by loans. Deficits that arose from the failure of revenues to 
keep pace with the new expenditures also required financing by 
loans, 

In 1873 Quebec had no debt commitments; by 1880 debt 
charges accounted for 23% of her total expenditures: by 1900 the 
figure had risen to 33%. This growing burden was heavy in this 
last quarter of the century, especially when revenues did not seem 
buoyant. Accordingly, only necessary capital works (public 
buildings, bridges, and colonization roads) were permitted, and 
the revenue basis was. widened by the adoption of corporation taxes 
‘in daian? which began to produce revenue in 1888 after their 
constitutionality had been upheld by the Privy Council. But 
debt. charges and economic depression continued to produce deficits 
even after Quebec followed Ontario in the adoption of succession 
duties in 1892, A new revenue basis, however, was present, and 
was able to yield buoyant returns in the boom that began after 


1896. Until then, receipts from the public domain and the federal 


(2) Quebec's railway mileage rose from 575 in 1867, to 3,400 in 


1900. 


(3) Quebec was the first province to resort to direct taxation in 
this form, 
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subsidy had constituted the main part of the revenue system 
@lthough their importance was declining. Together they formed 


84% of the total revenue in 1869, but by 1900 only 55%. 


guebec Revenues 1869 and 1900 


$000 

1869 1900 

Public Domain 391 E4512 
Federal subsidy 980 1,087 
Liquor control 70 537 
Interest, etc. Ley 514 
Licences, fees, etc. 156 384 
Miscellaneous 14 44 
Direct taxation - 459 
Total 1,623 4,336 


After the adoption of the policy of railway encourage- 
ment, quebec, like the Dominion and some other governments, 
altered its expenditure policy. No new commitments that would 
lead to new debts were undertaken, and the revenue basis was 
widened to try to curtail the deficits that had become too 
frequent, according to the opinion of the time, and had tended 
to be large from 1877 to the end of the century. Unlike other 
Canadian governments, however, Quebec persisted in this policy 
even in the peak years of the boom before the War and even in 
the post-war booms. The result was, as Quebec industry developed 
in this period and revenues were buoyant that after the turn of 
the century and during the boom Quebec enjoyed a long series of 
surpluses unique in Ganadian public finance. The other side of 
this policy - the avoidance of important ®&bt growth - was also 
unique, so that Quebec, which had been heavily burdened with 
debt after her railway policy in the last quarter of the 19th 
Century, had by 1930 a debt charge that was insignificant as 


(4) 
compared with the other Canadian governments, This transition 


(4) In June 1937, .uebec's outstanding debt reached }236 million, 


but almost 60% of that was added after 1930. 
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in Quebec's fiscal policy (and financial position) after the 
“railway period’ is explainable largely by the government's 
unwillingness to embark again on enterprises that would create 
debt. This unwillingness was partly due to Quebec's particular 
interpretation of the place of the state in the life of the 
community, and partly to favourable circumstances that produced 
economic expansion by private enterprise and so gave rise to no 
demand for an active government policy. In the era of expansion 
the Dominion government was attending to the provision of equip- 
ment (National Transcontinental Railway, Harbours, etc.) and 
private enterprise was developing the manufacturing and commercial 
- activities of the Montreal district. Private capital and enterprise 
supported also the development of the forest industries, and the 
concomitant pulp and power industries, the state concerning itself 
only with regulation (e.g. in 1910 the imposition of restrictions 
on the export of unmanufactured pulpwood cut on Crown lands). 

In these conditions, Quebec's financial position was unique at 

the beginning of the War, with its tendency to falling debt, its 
conservative method of finance, its connections with the church 
for education and welfare services, and its unwillingness to 
reduce direct or other taxation in the expansion, preferring to 
apply excess revenues to necessary capital works and so to reduce 
the volume of loan operations. 

In the pre-war boom therefore, economic conditions 
rendered more easy the government's adherence to its Gladstonian 
financial policy. Between 1900 and 1914 capital invested in 
Quebec's manufactures trebled,field crops doubled in value and 
there was a rapid growth of trade through Montreal. Of outstand- 
ing importance was the expansion of hydro-electric ape 
and the new importance of the pulp and paper industry with the 


growth of American demand, This new industry received @n extra 


(5) From 63,000 h.p. in 1900 to 664,000 h.p. in 1914, ~ 
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stimulus through the removal in 1913 of the United States tariff 
On newsprint. As a result of economic development, revenues 
became more buoyant, particularly the new direct taxes on core 


porations and on inheritance, as’ the following table shows: 


Year ended June 30 


1900 914 
$000 
Direct Taxes; 
Corporations 187 943 
Succession Duties 271 1,605 
Other Ls Le aes 
Total Direct Taxes 459 2,602 
Federal Subsidy 1,087 1,969 
Publie Domain Pou 1,866 
Licences, etc. 384 Bees 
Liquor Control 537 794 
Interest 514 145(6) 
Miscellaneous _ 44 __2ol& 
TOTAL REVENUE 4,336 8,764(6) 


Revenues doubled in the boom period, but the main 
growth was in the yield of the direct Bexees These had in- 
creased almost six-fold, and ascended to first place in the 
revenue picture. The other large increase came from licences, 
fees, and fines, Federal subsidies had been increased as a 
result of the 1907 and 1911 revisions and public domain had 
yielded more as a result of the new exploitation of forests, 
Nevertheless these two items, which had yielded 84% of the 
total revenue after Confederation, by 1914 yielded only 44%, 

The expenditure position at the outbreak of War also 
indicated changes due to economic development, and the Gladstenian 
poliey of the Quebeog government. The following table indicates 
the expenditure position: 

(6) Includes interest receipts of $87,000 which were deducted from 


Debt Charges in the statistics prepared by the Director of the 
Public Accounts Inquiry. 
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Year ended June 30 


ig0o~*~*é“‘«‘éw CS 
$000 
Justice “Lage 1,257 
Government 492 1,029 
Legislation 200 | 424 
Domain 309 758 
Education 471 1,488 
Welfare 343 515 
Debt 1,538 1. 0861"7} 
Highways 5 893 
Agriculture 174 421 
Miscellaneous 75 pi A) 
TOTAL 4,317 8,231(7) 


The greatest percentage increase in expenditure had 
been in highways, as a result of the new road programme.of 1912, 
although the amount spent on this item was not yet important, 
Before 1912, the provincial government's interest in highways had 
been confined mainly to colonization work. In 1914, education 
was the largest single item, and its increase was due partly to 
the increase in school population, and partly to the improvement 
of educational standards. Justice, government and legislation 
absorbed 33% of total expenditures. 

But Quebec's ability to maintain its budgetary policy 
was threatened in several ways. Continuance of economic expansion 
at a high rate was unlikely: even more important, the nature of 
20th Century expansion was creating its own problem of rural- 
urban transference of population. These conditions alone were 
likely to create new expenditure needs in the Province, Further- 
more, changes in techniques (e.g. road transport) and the stimulus 
given to these changes by road programmes in other provinces were 
likely to induce similar works in Quebec. Lastly, the changes in 
social philosophy which were common to all countries, and which 


would be hastened by any change in the rate of economic progress, 


(7) In the statistics prepared by the Director of the Public 
Accounts Inquiry interest a ae ee amounting to $87,000 were 
deducted from Debt Charges in this year, 
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were not likely to leave Quebec unaffected. Some of these 

factors began to affect the budgetary position at the outbreak 

of War, others more noticeably in the dislocations that 

followed the War, while all gained in importance in the depression 
after 1929. It is after 1929 that the budgetary position shows 
most clearly a tendency to move in the same direction as those 

of other provinces, the signal changes in the Quebec position 
being the growth of debt and the provision of new or enlarged 
services. But it is important to recognize that the factors 
making for change have been operative since the War at least. 

Up to the War, the expenditures had followed well- 
defined trends, in keeping with the governmont policy. The 
costs of governing (justice, government and legislation), which 
have always been relatively high in Quebec, responded to the 
erowth of population and economic expansion, the rate of increase 
becoming greater after the pre-war boom gained impetus (i-e. after 
1905), and maintaining itself into tho recent depression (1933). 

Debt charges, as already indicated, rose rapidly to 
1900, but government aversion to borrowing had made them 4 
relatively small item by 1950. Provincial cxpenditurcs on 
education rose at about rie same ratc as the costs of general 
government, legislation and administration of justice. Public 
domain expenditures also rose at the same rate until after the 
War when they grew more rapidly as a result of new oxpoenses 
incurred in handling the natural resources. Public works and 
welfare expenditurcs both grew more rapidly than other services, 
particularly after 1914, and deserve somewhat more detailed 
mention. 

The enlargement of the scope of provincial government 
activities may be timed from the emergence of the good roads 
programme in 1912, Up until then, especially after 1905, the 
various sorvices - government, cducation, domain and welfare - 


had all moved together roughly in response to tho general economic 
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expansion and the growth of population. It was public works 
expenditures, however, that indicated the new line of expenditure 
growth. The capital expenditures on public works rose from 

about $200,000 in 1910 to over $7 million by 1930. Before 1912 
the Province had done little more than attend to colonization 
roads, most of the road work being done by the municipalities, 
and in June, 1914, only $3.3 million of the total public works 
assets of $14.3 million had been invested in HCE It was 
not until the Good Roads Act of 1912 that the provincial govern- 
ment admitted the necessity of aggressive development and co- 
ordination of the highway secon This Act allowed the Province 
to construct new roads, and to make grants to municipalities to 
induce them to improve local highways. The municipalities wens to 
pay 2% per annum to the Province on the amount of the grants. 
(This charge was raised to 3% in 1916, reduced to 2% in 1928, then 
to 1% in 1931, and then abolished.) The government was originally 
authorized to borrow $10 million for the purpose of this Act, | 
an amount subsequently inereased. As traffic increased, and 

road mileage expanded, the poor standard of municipal road 
maintenance became an important issue. The Province in eee si 

by another Act, gave subsidies to municipalities for maintenance 
and authorized the provincial department to maintain improved 
roads at the cost of the municipalities should they neglect to 

do so. In 1917 there were 2,000 miles of improved roads in 
Quebec, While the department made every effort to get municipale 
ities to maintain their improved roads, it is estimated that not 
more than half of them performed the standard maintenance work. 

In 1921, the legislature tried further to improve the system by 


creating regional highways at the joint expense of Province and 
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(8) e.g., in the Act of 1907 which permitted grants to municipal~ 


ities of yearly subsidies équal to one-half the expenses incurred 
on roads made and improved, 
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municipalities. In 1922, the entire cost of these regional roads 
was taken over by the Province, and this went far to solve the 
question of road maintenance. By June 1922, the provincial 
investment in roads reached $31 million (as against $3.3 million 
in 1914), and roads had become the outstanding government invest~ 
ment. The final solution to the road maintenance question was 
reached in 1927, when. the Province took over the maintenance of 
all roads, By then the improved mileage was approximately 8,000 
and the provincial investment reached $49 million. The next 
step in the provincial highways policy was towards the moderniza- 
tion of roads, begun in 1929 and involving heavy capital expendi- 
tures for widening and paving. Annual government investment in 
highways has been particularly high sinee June 1929, About 
$50 million, or about one-third of the total new debt accumulated 
in 1928-36 was spent on highways. Part of the expenditures on 
relief works, toll bridges and colonization undertaken in this 
period also improved the highway system. By 1937, there were 
over 17,000 miles of improved roadway in the Province, 97% of 
which were maintained by the provincial government. The follow- 
ing table indicates the annual government investment in roads 
from 1929, with the current expenditures, and current revenues 


from licences and gasoline, ; 


HIGHWAYS 
Revenue from 
Year ending Capital, |" Current Gasoline Tax and 
June 30 Expenditure Expenditure Motor Licences 
$000 , 000 . 
1930 60 8.8 948 
1931 5.2 9.5 9.8 . 
1932 967 6.6 10,4 
1933 507 520 9.9 
1934 36 54 10.0 
1935 29 5.4 10,6 
1936 702 7el 11.7 
1937 5.8 6.0 12-0 


Total Provincial Highway Asset 1937: $200,5 million, 
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From the above table it is clear that the expenditures 
(capital and current) reached their peu in the year ending 
June 30, 1932, declined in the depression, but have recovered 
in 1936 and 1937. The Deity cr modernization has been resumed, 
the latest appropriation for a special roads programme being 
passed by the legislature in 1938. This appropriation, supple- 
mentary to normal expenditures, amounts to $50 million, and is to 
be spent over a four-year period. In 1912, when the Province was 
faced with the choice between possible economic retardation through 
inadequate roads, or possible economic advancement through a 
vigorous highway programme, the latter line of action was taken. 
But the same question faced the Province again on the eve of the 
present depression, when road modernization seemed necessary for 
economic advancement, A still more vigorous policy was then 
adopted, only to be relaxed in the depression. Now it is apparently 
being pushed to its logical conclusion. 

As a result, highway expenditures after 1912 tended 
to take a larger proportion of current revenues. In 19135 they 
absorbed less than 11% of the current expenditure, by 1925 they 
took 15%, by 1929 24%, and by 1930 24%. 

Quebec is breaking with tradition in a second policy 
designed to promote technical progress. Previously the Quebec 
government concerned itself in rural development, and in 
utilization of mineral and forest resources, only so far as to 
provide facilities for private enterprise. At present the 
government is taking a more positive line. It has acted 
vigorously to assist mining and colonization, appointed a 
provincial electricity board and expanded the public works 
programme. These policies, as well as the highway programme 
indicate how the depression has changed the place of the govern- 
ment in the Quebec economy. 

While some of these government activities are of 


recent innovation, some had their roots in events that occurred 
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before the depression. The peculiar features of the Quebec 
economy had been emphasized by the developments of the War and 
post-war periods. The War promoted unusual activity in certain 
industries, stimulating the production of articles previously 
imported, creating a financial as well as a commercial centre in 
Montreal, and providing considerable impetus to the rural 
industries of the Province. Agriculture was ene, meet 
War demands, and post-war readjustment to more normal requirements 
ereated considerable economic distress in rural areas. At the 
same time certain other industries, especially the pulp and 
paper industry, expanded rapidly, even after the War. By 1926, 
the pulp and paper industry was the largest industry in idee 
Hydro-electric development roughly paralleled the pulp and 
paper industry, and by 1926 the turbine capacity had reached 

1.9 million horse power, about three times the pre-war capacity. 
In sharp contrast to Ontario, the Quebec government at this 

time made no attempt to enter the power industry. 

The net result of the economic development in the War 
and post-war periods in Quebec was to enlarge certain industries 
greatly. Quebects outstanding industrial characteristic is not, 
however, diversification but rather dependence on a few important 
manufactures, such as pulp and paper, cotton and cloth, cigars 
and cigarettes, boots and shoes, and railway rolling stock. 
Industrial growth thus meant great concentration in certain 
localities, while new centres grew near power developments. One~- 
industry towns appeared and urban population began to outnumber 
rural. These characteristics of the economy did not appear 
as disadvantages in prosperous times, but in depression they 
created difficulties. Serious problems of relief and maintenance 
arose not only in the one-industry towns, always liable to 


dislocations, but in the large manufacturing centres as well. 


(9) Areas seeded to field crops had been less than 5 million 
acres before the War but reached 8 million by 1921. 

(10) Its gross value of production had increased from $45 million 
in 1917 to $107 million by 1926, and its investment and its pro-~ 
duction of paper had increased by 200% in the same periode 
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Thus the depression revealed the effects of migration from the 
country to towns, and the apparent need to encourage rural 
development as an offset to urbanization. In these conditions, 
the emergence of a more positive policy of rural development, 
extensive colonization, highway work, and mineral development in 
the north-west, were to be expected. 

The government and the Church have always been concerned 
in colonization, but the government tended to concentrate its 
efforts on colonization roads in the pre-war eer oa After 
1914, however, the Province undertook to encourage rural settle- 
ment by publicity, sale of lots at low prices, distribution of 
seeds, and grants for roads and school chapels. The extent to 
which this policy was successful was hidden by the events of the 
War, which not only stimulated industry but induced a great 
extension of agricultural acreage, High agricultural prices that 
ruled until 1920 encouraged rural life, but the subsequent collapse 
of prices, the agricultural depression and the revolution in 
farm methods that took place in the specialized agricultural 
provinces, all intensified agricultural difficulties in Quebec, 
except for those communities that found markets in the erowing 
cities of the Province. In the post-war period, the ordinary 
expenditures on colonization were supplemented by expenditures 
of $7 million on capital account. These funds were used for 
colonization roads, and for aids to schools in sum Crt 
In addition to these grants, the government encouraged coloniza~ 
tion after 1923 by premiums for clearing the land and for its 
first ploughing. By 1931, however, it was obvious that the 


previous boom had intensified the transference from rural to 


urban areas, and when the boom broke, the need for redressing 


(11) From Confederation to 1914, the provincial government 
colonization grants amounted to $5.5 million, and were charged 
mainly to current expenditures. 


{12) The areas of new settlement in the 20th Century were mainly 
in the north-west of Abitibi and Temiscamingue, the Saguenay 
regions of Lake St. John and Chicoutimi, 
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the population balance was more evident than ever. It was 
necessary to relieve both rural and urban unemployment, and in 
any case rural development appeared a desirable end in itself. 
From 1925 to 1930 no colonization work was financed by loans, 
although ordinary expenditures on colonization rose by 78%. 
The events of the depression, induced some changes in provincial 
colonization policy. “We have set out on new trails" according 
to the report of the Minister of Colonization in 1936. A series 
of Acts mark the new direction. In 1932 the Minister of 
Colonization was authorized to-purchase municipal property at 
tax sales, if the property could be used for colonization, It 
was in 1935, however, that the major steps were taken,and 
colonization came to be regarded as a partial solution to the 
permanent problems arising from lack of balance in the rural- 
urban distribution of population. Expenditures on colonization 
of over $5 million capitalized by the Province, were made in 
year ending June 1936, and almost $6 million in year ending June 
1937. 

Coupled with the colonization work at present is 
new expenditure to assist agriculture (e.g. distribution of 
seed grain) in the ordinary account, More significant was the 
innovation in 1936 of the Quebec Farm Credit Bureau. The Bureau 
was authorized to borrow up to $10 million to finance loans to 
farmers and if necessary purchase property. Loans are secured 
by a first mortgage on farms, are limited to $6,000, bear interest 
at 23%. per annum, and are repayable cither over 30 years, or over 
394 years. The Bureau may advance funds also on security of 
second mortgage. The Quebec Farm Credit Bureau's borrowing 
authority was raised to $15 million in 1937, and to $25 million 
in 1938. In March 1938, the Provincial Treasurer announced that 
26,000 applications for farm loans had been received, that 
&9 million had bcen lent, and 36 million more of applications 


accepted. 
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Development of other natural resources, particularly 
hydro-electric power, has hitherto been almost entirely in the 
hands of private enterprise, But there is evidence that the 
government has recently given its tenet resources attention 
beyond conservation, and that development of resources is 
beginning to receive new emphasis, The legislature has passed 
Acts that would permit public authorities to embark on the 
operation of hydro-electric undertakings, The establishment of 
the Provincial Electricity Board, with full authority to regulate 
all phases of that industry, is probably significant, The recent 
announcement that the government intended to promote the Noranda 
power development is further evidence of the emergence of a more 
positive government policy towards hydro, 

With respect to mineral development, which has been 
perhaps the most significant of the recent economic A eatee 
the provincial government's policy has been confined mainly to 
colonization work, and assistance towards communications, The 
colonization work in the Abitibi-Temiscamingue area was originally 
for agricultural purposes, but since 1926 this area has become 
one of Canada's new frontiers, The Province contributed to 
colonization projects and road building in the Noranda region, 
These mining developments are reflected already in the provincial 
revenues, by rising yields from the levy on mining profits, 

From $90,000 in 1925, this levy reached $1 million in 1936, So 
that the present and future development of this frontier is 
important not only for economic progress in general but directly 
for provincial revenues, The need of the mining and metallurgical 
industry for motive power and roads may therefore be connected 


with the crystallization of government policy towards roads, 


power, and rural development. ___ 
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The change in Quebec developmental policies in recent 
years has been accompanied by a change in policy with respect 
to public welfare, Before 1921 the Province made annual grants 
to mental institutions, and to certain health and charitable 
purposes, but the main stream of provision for indigents was 
directed by the religious communities. The enlarged scale of 
expenditures on welfare in all Canadian communities during and 
after the War, and the economic dislocation subsequent to the 
War, so far strained the operation of the Quebec welfare struc- 
ture that the Province in 1921 had to give special attention to 
the question. The Bureau of Public Charities was created to 
assist the indigent sick kept in public charitable institutions, 
The government was to pay one-third of the patient's costs, and 
the remainder was to be left to the municipality and the 
institution concerned. No allowance was made for the capital 
requirements of such institutions, but this defect was remedied 
in 1924. The fund was originally derived from the amusement 
taxes. In 1927 an additional tax on meals in hotels, etc. was 
added to supplement the fund. Up to 1929, the fund accumulated 
an operating surplus, but it was then apparent that when all 
subsidized bond issues became outstanding the fund would require 
additional resources. ‘The government then enacted legislation 
making an annual grant to the fund of $1 million from the Liquor 
Commission. This has been granted in each year since 1929, with 
the exception of 1932 when $300,000 was given. In the depression, 
however, when the fund encountered financial difficulty, the 
amusement and meal taxes had to be raised, and assistance had 
also to be given from the consolidated revenue fund of the 
government. In 1935, the consolidated revenue of the Province 
became liable for capital grants chargeable against the fund. 
_By June 1937, the accumulated deficit of the fund amounted to 
$7.8 million, and advances from the consolidated revenues totalled 


$9 million, In June 1937 the Province's indirect liability to 
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pay interest and provide sinking funds on the bond issues of 
hospitals and charitable institutions was $15.6 million, The 
rate of interest on these was probably at least 1% above that 
payable on the Province's own bonds. As 1935 legislation made 
the government responsible for the fund's commitments, the 
segregation of the operations of the fund from the other 
financial activities of the government may be only temporary 
until the full transition is completed. 

Other welfare services - public health, labour 
department, and mental institutions - have expanded and in 1936 
the old age pensions were added, Quebec being the last province 
to undertake this service, Although the character of the 
religious institutions in Quebec had always modified the need 
for state welfare service, the change in social philosophy in the 
War period, the extensive centralization of urban populations, 
and the tendency in depression for the real costs of the urban 
structure to become money costs for relief have made the welfare 
question so important as to call for provincial government 
action, Welfare costs other than relief have risen fairly rapidly 
in Quebec so that the proportion of its net revenues that the 
government spends on welfare is becoming more closely comparable 
with that of other provinces. If relief costs are added to 
welfare, quebec at present tends to spend relatively more on 
this item than do the provinces as a whole. Neglecting relief 


costs, however, the welfare expenditures have grown as follows: 


Welfare 
$000 


1921 1929 1933 1936 


Health “° “ey 521 695 at 
Mental Institutions 341 979 937 LZOLL 
Charity 387 1,529 4,102 4,402 
Old Age Pensions . - - - 1,828 
Labour 80 379 A479 694 
Other 52 161 291 387 


Total 145057 3,569 6,504 9,549 
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Between 1921 and 1929 welfare expenditures grew only 
Slightly more quickly than total current expenditures: in 1929 
they formed 10% of the total current expenditure, but by 1936 
(excluding relief) they had risen to 16%. The main items con- 
tributing to the growth were the expenses on charities, and the 
innovation of old age pensions in 1936, The other items, health, 
labour and institutions, all reveal an upward tendency, 

Despite the changes that the War and the post-war 
period had involved for Quebec in the extension of developmental 
and welfare policies, it is still accurate to say that, at the 
advent of the depression after 1929, Quebec's financial position 
was particularly strong, The outstanding debt of $96.9 million 
(June 19230) had not increased in the boom period, as had the 
debt of all other provinces; - in fact, it had declined a little, 
The debt charges (less interest received) were only 6% of the 
expenditures, a percentage much below that in any other province, 
and only one-third the percentage for all provinces, The gover- 
ment had undertaken only what seemed absolutely necessary invest- 
ments, and most of the debt represented public works, with small 
amounts for the charities fund and colonization, and the univer- 
sity grants, The Province had enjoyed a long and, for Canada, 

a unique series of budgetary surpluses, 

The depression after 1929 imposed a double set of 
disturbances on the economy of Quebec, On the one hand, the 
exports of the Province suffered - forestry, paper, and power, 
in particular, and on the other, the commercial and manufacturing 
activities of the urban population were restricted. For Quebec, 
therefore, the relief question was a question of supporting 
rural as well as urban unemployed, From 1930 onwards, over 
$60 million have been spent on relief, two-thirds of this 
being for direct relief and the remainder for relief works and 


grants to municipalities, The annual expenditures were as 
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(14) 
follows: 
Relief 
$000 , 000 


Year ending June Lao. 1932 1933 1934 1935 1936 1937 


Direct Relief and . f 
Municipal Works ie 4.0 4,7 Yam: LOO Sie LOSS 


Provincial Relief 


Works a, 5,0 S02 es 1.2 Ae 
Total 1.0 ea 6.9 Bibes ACB, Deb +yaaee 


Between 1930 and 1936 the relief expenditures amounted 
to $61.6 million, all of which was capitalized, Relief, there- 
fore, accounted for 47% of the debt increase between 1930 and 
1936, the increase een gues DOou approximately $131 million, 
Highways accounted for another 27% of the debt increase, and 
the remaining 26% went to colonization, grants to charities, 
the Farm Credit Bureau, building, etc. As a result of the 
very rapid debt growth since 1930, net debt charges (excluding 
sinking fund requirements), which had formed only about eh of total 
expenditure in 1930, had by 1937 (June) increased to about o%, 
despite a considerable reduction in interest rates, This 
proportion is still small compared with most provinces, but 
nevertheless it has grown fairly rapidly, and seems likely 
to continue growing for some time, asa result of the more 
vigorous policies now being pursued by the goverment, 

In the depression years, revenues fell from their 
1929 peak to a low in 1933, and last year had not recovered 
to their 1929 level, Expenditures on the other hand rose 
comparatively steadily, resulting in a series of aupicite on 
ordinary account that reached $15.6 million in 1937 (June). 
Expenditures on capital account were reduced to low levels in 
1953 and 1934, but have again risen so that the over-all deficit 


has increased in the last two years, 
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——_~ 
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(14) This table omits agricultural relief in the form of 
distribution of seed grain, 


hot Sie “aoe ae a: NE 1 


a8 0 Oe 


‘Cit. Bok! BL i 
eee tad i aah) 1 Sa aiten, til he me aii oo i rea ty y ' 


| detawoms Gillies sadist edt weet bie ob OL omnes 
i ev oni -heagiaatonn enw do betw te he ahi a 


errr L5IR tls sanpxonggs aged ‘paesd eedoront te a 

fio. spaporont tdeb aft %o es reddous ot begauoone & 

29 trade od ednpTg (a6 bes imo too od dew ges pris 

| ed to tivaont s BA | , ote yantb ited -eerteet ‘Hber0 mist 
gatbulox) Bon tTRds deb Fert. yoner ican diworty tdeb 5iget 9 
“patot to ba, tuoda yLao boarso't bist ho Lat (ed samen tenor bast sotain 
uke aod od baenotont ( aut} veer ud Bed, ,O8eL re ervt thaeg 


aint sitet gpamedak ot no tfoubon @ltere Sta noo & otige 
ak 


tod , peor tyvo ng seo fit bw erin a's t fome Le ite ei aedehi. a 


eron- $a To 7 Lue ox 8 Bs ont arto’ ae galwors ahem 

_ treat svog ant yd beams pied won te tol tog ROTOREY : 

‘ttett sont Dfe% aeure ver : aLey, tofeeenqed bird ne 
hewvooe: ton sat ‘nein eal bead (© sed ai wol # ot voq ose)” 
sao Beret norte putt mo egnidibnoga® itevel Set thedt, oo 
ao net ottes IO Belnmes o mt prltioeor eltnaeds ylor teanaege 


mT -( oxi) Veet ce: rok Li ba 8.888 1 baloset tedt trwosos era LBO, a 
ha at Blevel wol of beoubon - iw davooos ‘tet gp G0 sersstbmega | 1 


i a 
‘Hlotten Letrevo ort Sats 08 meeiln atege sr ed dud yt t haw CBOE. 

ae. 

ii ch ieniioy ows teal Proud ion agence zed 

Ua Ba sats sapere iii ih i mn Pail : i . 


to: m2 z0% ats pt. tet fer Lomrtiuoy 2,t mo eo 


e Loo = 


Over-all Deficit 


000, 000 
Year ending June 1931 1932 1933 1934 1935 1936 “1937 
Current Deficit x SO ShOes LAs. D5.5.. 15.9 oh 15.6 


Capital Expenditure Tea, elles) «BR AGF on Bh), She eh 


Over-all Deficit Vav Buse 20uo) «21 20h) 2, . PE y eSao 
(s) Surplus 1 
x Includes colonization expenditures capitalized, 


The steep rise in capital expenditures in the last two 
years was due, mainly, to an expansion of public works, especially 
on highways. Highway expenditures had been $9.7 million in 1931, 
had fallen to $2,9 million by 1934, but by 1936 were up to 
$5.8 million, Relief works showed the same characteristic, falling 
from $5.0 million in 1931, to $1.2 million in 1934, and rising 
again to $4.2 million in 1936, The expenditure on public 
buildings is still far below the pre-depression level, 

In the ordinary expenditures the significant recent 
changes have been in welfare (including direct relief) and in 


debt charges, The following table indicates the extent of the 


change: 
Ordinary Expenditures 
O00 
Year ending June 30 © Percentage 
1951 1957 Increase 
Public Welfare - 5,511 19,627 256 
Net Debt Charges - 

Interest 2,087 5,977 167 
Highways 9,537 6,022 37 (a) 
General Government 3,902 4,734 a1 
Education | 4,965 4,602 7 (a) 
Public Domain 6,126 9,834 (a) 61 
Justice Mh 3,399 9 (a) 
Agriculture 2,616 3,103 19 
Legislation 869 LBS 57 
Miscellaneous 745 976 Or 

Total 40 ,093 09,065 47 


(ad) . Decrease 
(a) Includes capitalized expenditures on colonization, 
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The outstanding increases were in welfare and debt 
charges, but a significant decrease occurred in highways, 
The highway expenditures in the pre-depression period were met 
largely from current account, but by 1937 the capital expendi- 
tures on highways, including the relief works, meant that the 
government was spending considerable sums on this item, although 
the current highway expenditures were below the 1931 Kane 
The decrease in public domain was due largely to a reduction in 
fire-ranging expenditures: the current expenditures on coloniza- 
tion had also contracted, but as in the case of highways, this 
was counterbalanced by increased capital expenditures, 

In response to the changes in policy that began during 
the War and have been significantly advanced during the recent 
depression, the public finance system of Quebec is in a period 
of transition, although its previous characteristics are still 
clearly discernible, The percentage of net revenue spent on 
government as a whole is still considerably higher than in other 
provinces, The percentage of net re venue spent on domain and 
agriculture still tends to be higher than in other provinces, 
as does also the public works current expenditures, At the 
other extreme, the cost of debt is still a lower percentage of 
net revenue than elsewhere, as is also the cost of education, 
Public welfare apart from relief costs still tends to be below 
the general average, although it is rising, But if the more 
positive policies of capital works and development of natural 
resources continue to be pushed as they have been recently, the 
growth of debt charges alone will probably necessitate some 
readjustment of the expenditure items in the budget, and even 
perhaps of the tax system, Even given full economic recovery to 


levels comparable to those of 1928-29, many of the recently 


(15) A noteworthy aspect of the decline in highways current ~- 
expenditure was the discontinuance of highway grants to munici- 
palities from 1932’ to 1936, In the year ended June 30, 1931 these 
had amounted to $1.3 million, In 1937 they were resumed on a 
limited basis, 
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instituted governmental services (including the servicing of 
larger debts), will remain to create an ordinary expenditure 
level considerably above that of the pre-depression years, 

The full extent of the expenditure changes, and the future level 
of expenditures, depends on the direction taken in this rapid 
transition period in Quebec's developmental policies, 

On the revenue side, there was a steady increase in 
the boom period after 1925. In 1930 ordinary revenue was 61% 
above the 1925 level, In the depression, however, revenues fell 
by 29% between 1930 and 1933, although the 1933 level was still 
15% above that of 1925, In the recovery period after 1933, the 
upward trend was resumed, and in 1936 revenues were 42% above 
the depression low of 1933, In 1936 they were 62% above the 
1925 Pee, 

In the 2Oth Century, Quebec's revenue system reflected 
the growth of manufacturing activities in the Province, direct 
taxes becoming an increasingly important contributor to total 
revenues, While some part of the increased return from 
corporation taxes and succession duties was attributable to 
changes in rates, especially during the War, the main factor 
contributing to the rise of these taxes, up to the depression, 
was the expansion of business and corporate enterprise, In 1900, 
direct taxes formed only 10% of total revenues, but by June 1937 
they yielded about 43% of the new levels of revenue, the dominant 
yield coming from the corporation taxes, The tax on the capital 
Stock of companies formed the largest part, although since the 
profits tax was imposed in the depression, it has become an 
important contributor to corporation taxes, No striking changes 
were made in the corporation taxes in the boom years after 1925, 
These, like the succession duties, expanded their yield chiefly 
in response to the growing concentration of corporate enterprises 
in the Ontario and Quebec regions, The growth of Canadian 


manufactures, and of financial and commercial institutions, 
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(16) In Ontario the increase in the same period was 152%, 
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combined with their tendency to become centralized in these 
provinces in corporate or trustified forms, yielded a persistent 
increase in corporate capital, and in income liable to inheritance 
duties, In the post-war period and particularly in the years 
from 1924 to 1928, the percentage annual increase in Quebec 
manufactures was paralleled by an almost equal percentage annual 
increase in the yield of corporation taxes, However, in the 
post-war period, the most significant change in the revenue 
system in Quebec was in the Liquor Control profits, The govern- 
ment monopoly of retail liquor sales, initiated in 1921, and the 
imposition of a 5% tax on purchases of beer from brewers, gave 
new importance to liquor revenues, In 1913 they yielded only 
9% of the total revenue, but by 1925 the proportion had risen 
to 22%, the percentage rise in liquor "profits" being steady and 
high aa 1929, Again the introduction of the gasoline tax 
(2 cents per gallon) in 1924, along with the imposition of special 
taxes for the public charities fund, all added to the revenue 
growth, 

In this period, the tax history of the Province of 
Quebec was probably unique in Canada, The rise in revenues was 
faster than in other provinces, due partly to the rise in 
provincial income which reflected itself in increased corporate 
investment and therefore larger corporation taxes, partly to 
the increased utilization of resources and therefore larger 
revenues from Crown lands, licences, fees, etc., partly to the 
increased motor traffic and therefore larger returns from motor 
licences and gasoline taxes, and partly to the increased general 
spending and therefore larger revenues from liquor sales and 
amusement taxes, But while the growth of income was rapid, the 
noteworthy feature was the maintenance of tax rates in face of the 
buoyancy of revenues, In similar conditions most Canadian goverm- 
ments, including the Dominion, tended to lower tax rates, In 


contrast Quebec, in which provincial taxes per head were very 
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low, tended to maintain tax rates, and to continue obtaining 

annual current surpluses as had been the practice from 1899, 

Thus, although the expenditures were rising, (by 82% between 

1925 and 1930), the Province was able to keep her small 

debt stationary, and to strengthen the already comparatively strong 
sinking fund provisions, Gasoline taxes were raised by 66-2/3% 

in 1928, the security transfer tax raised, and a tax imposed on 


restaurant meals to strengthen the public charities fund, The 


trend of tax receipts as a whole tended to keep up until June 
19351, the increases in the gasoline tax and succession duties 
being sufficient to offset the declines that were already 
occurring in other taxes, as a result of the depression, 

The effect of the growth of direct taxation yields in 
the boom period (by almost 157% between 1926 and 1931 fiscal 
years) was to reduce still further the proportion of total 
revenue that came from the federal subsidy and from the domain. 
In 1925 these together had yielded 33% of total revenue, but by 
June 1931 they produced only 18%, The decline in their propor- 
tion was due, not only to the rising yields of other sources, 
but also to the decrease in domain revenues from $6.5 million 
in 1925 to $5.4 million in 1930, The decline in domain revenues 
resulted principally from the contraction after 1927 in payments 
by parties exploiting the Regret Apart from domain 
revenues, all others increased from 1925 to 1930, and by then 
direct taxes and liquor "profits" produced 61% of the total 
revenue s, 

The extent and the severity of the depression affected 
the different revenue items at different times and to different 
extents, As already indicated, the revenues from public domainy 
connected as they were with the forestry and pulp and paper 


industries, declined from 1927 onwards, their level in 1930 being 


(17) The contraction of the lumber trade, followed by the collapse 
of the | ea and paper industry, resulted in a fall in the timber 
cut on Crown lands from 1.6 billion feet in 1927 to 900 million 

in 1931, 
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17% below that of 1925. In other sources, the downtrend 
was less marked at this stage. Motor vehicle licences and 
gasoline taxes combined, showed a smaller rate of increase 
in 1929 than in 1928, but their total yield was also still 
rising in 1929. The same was true of the liquor sales. 
Accordingly during the year ending June 30, 1931, in all 
revenue items, except public domain, the total yield was 
above that of 1925, the main increases being in succession 
duties and gasoline taxes. However the change in the 
rates of increase after 1928 pointed to the situation that 
was emerging, and in 1931 the government took steps to try 
to prop revenues. The gasoline tax was raised from 5 cents 
to 6 cents, the amusement and meal taxes were raised to 
aid public charities, and the corporation tax was altered 
in February 1932, to be effective in 1933, a profits tax 
of 14% being imposed by this measure. Nevertheless total 
revenues declined till June 1934, the main revenues 
(except motor licences and amusement taxes) being at their 
lowest point of yield in that year. (The two exceptions 
touched their low points in the previous years.) 

Revenues from direct taxation decreased from 
$17.3 million in 1930 to $14.4 million in 1933, but 
expanded in the reeovery, and with the new taxes and rates, 
to $18.8 million in 1936. 

In the recovery period from 1933 to 1936, the 
increase in revenue has been produced mainly by corporation 
taxes ( including the new profits tax) and succession duties. 


‘Total taxes accounted for 45% of the increase. Liquor and 
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(18) 
public domain accounted for 34% between them, and the 


remainder of the increase came from other items, chiefly 
licences, permits and fees. The large increase in corpora- 
tion taxes was aided by the new rate of profits tax (24%) 
imposed in 1935, and the increase in succession duties by 
the important rate alterations in the same year. The rate 
of expansion of domain revenue after 1933 reflected the 
improvement in the demand for newsprint and for sawn lumber, 
as well as the higher stumpage dues imposed in 1934. The 
larger liquor profits reflected the improved purchasing 
power in the recovery period, and also the effect of the 
special stamp duty imposed in 1933 on sales of bottled 
alcohol or spirits. The rapid growth of metal mining in the 
Province showed itself in the increased yield from the level 
on the profits of mining companies, the levy rising from 
$90 , 000 in 1925 to $1 million in 1936. If mining activity 
continues to expand, government revenue from this comparatively 
new field of production would become a relatively important 
item among the corporation taxes. 

The provincial revenue system in Quebec still neglects 
certain taxes adopted by some other provinces, in particular 


taxes on income, on real and personal property, and on retail 


Rr or Cae oem 


(18 ) Non-tax Revenues 

000 

Fiscal years ending Zune 30th 

peers 1934 1937 

Liquor Control 7, £80 2,567 6,512 
Public Domain 5,411 yay 5,528 
Motor Licences 5,410 a 205 6,484 
Federal Subsidy 2,006 2,592 2,592 
Other _3,589 “Spas 3 985 
Total Non-tax 29,846 16,304 24,701 


Total Revenues 43,111 30,722 43,489 
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sales. But these taxes have been used by municipalities in 
quebec, particularly in Montreal. The extent of urbanization 

in Quebec, and the degree to which these municipalities meet 
necessary services, has involved a high debt level for municipal- 
ities. In 1936, the gross funded debt of quebec municipalities 
amounted to 3517 million, as against $246 million in 1926, the 
increase having been due mainly to the effects of the depression. 
This condition may affect the provincial government both in 
expenditure and revenues. The exhaustion of municipal financial 
resources might necessitate grants to municipalities. The fact 
that municipalities. have to use their revenue possibilities so 
far as possible, in turn affects the revenue possibilities of 


the provincial government. 


SUMMARY 

1. The outstanding feature of the Quebec financial 
position at present is the transition from a negative to a 
positive developmental policy in expenditures, particularly 
capital works, The main emphasis in expenditure tends to be 
towards highway improvement, and towards works and methods 
that will increase the utilization of the provincial resources, 
These measures give expression to fundamental aims concerning 
the proper balance of population between town and country, and 
concerning the proper extension of certain types of welfare 
services. 

&. The transition is more evident in the expenditure 
than in the tax system. This is partly attributable, however, 
to the incidence of the depression which increased the urgency 
of relief and added emergency responsibilities to the provincial 
government. Relief forms almost half the recent debt growth. 
The remainder of the debt went mainly to developmental works, 
and the existent emphasis on positive policies is likely to add 


to the “active assets" and debts of the Province. 
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3, Since 1930 Quebec's ability to meet emergency expen- 

ditures, and to undertake more vigorous public programmes, was 
largely determined by her previous financial policy, during the 
pursuit of which spending was kept in line with revenues, 

and new debt growth was minimized, This history strengthened 
Quebec's credit, and gave also some reserve of revenue-raising 
powers, Recently, however, the growth of expenditure has tended 
to outrun the use of the revenue powers, the tax base being still 
comparatively narrow, Even in 1936 the bulk of the taxation came 
from the long-established corporation taxes and succession duties, 
and the comparatively new gasoline tax, Considering the debt 
levels and tax systems of other Canadian provinces, Quebec 
appears still to have some latent reserves of credit and 

taxation with which to pursue her new policies, However, @ 
speedy rise in debt or taxation to a given level tends to carry 


disadvantages that would be absent in a more gradual increase, 
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Financial Position of Ontario 


In the 19th century, both before and after Confederation, 
the province and the municipalities in Ontario had directed 
some efforts at developing and expanding the economy, in parti- 
cular by assistance to the building of railways. But after 
Confederation, the main jobs of development - the extension of 
the frontier, and the further expansion of Canadian trans- 
portation, - were mainly Dominion undertakings, the completion 
of which, it was expected, would quadruple the trade of the 
city of Toronto, as Tilley said in the 1873 Budget Speech. The 
decision to undertake the national tariff policy in 1879 
also seemed likely to encourage private enterprise, and 
accordingly the Ontario government gave most of its attention 
at this time to the provision of the current services of govern~ 
ment - justice, education and welfare - rather than to capital 
works, Quebec's venture into government ownership - the operation 
of the Quebec, Montreal and Ottawa railway - seemed to increase 
Ontario's traditional dislike of that form of government 
activity, and this example, combined with the fact that railway 
mileage in Ontario was continually expanding, seemed to suggest 
the unwisdom of Ontario's undertaking further provision of 
capital equipment of this sort. Although towns were growing, and 
some diversification of manufactures gave promise of further 
urbanization, the costs of municipal works - roadways, waterworks, 
lighting, transport - reflected themselves in the municipal 
rather than in the provincial debt picture. Ontariots expenditures 
en developmental projects were thus comparatively modest in the 
last quarter of the 19th century. Small sums were spent on 
agriculture, this industry being in process of readjustment 
as a consequence of the opening of the American west, which 
increased wheat supplies, and as a result of the growth of small 
urban centres in Ontario, which provided markets for mixed 


farming. Small amounts were spent also on colonization roads, 
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but significant highway expen@itures did not begin until the 
passing of the Highway Improvement Act of 1901. The main con- 
cerns of the provincial government were education, public 
charities, the liquor traffic, and court and law reform. 

In the last quarter of the century current expendi- 
tures increased five-fold. This was partly due to the in- 
crease in population, which rose from 1.6 million in 1870 to 
2.2 million in 1900, and partly to the growth and the improve- 
ment of governmental services, In education, expenditures 
had amounted to only $315,000 in 1870, but had reached $1.1 
million by the turn of the century. In the interim the number 
of children had increased, a school age limit had been set, and 
new standards for teaching schoolrooms, secondary school pro- 
vision and grants for higher learning, had combined to raise 
costs. Public welfare costs rose by about the same amount 
in the last quarter of the century, due again to the increase . 
of population, to improved methods of sanitation and hospitali- 
gation, and to the differential treatment of mental and other 
diseases, The increasing complexity of the economy involved 
steady increases in the costs of administration and in the 
specialization of administrative departments. 

Growing expenditures had tended to outrun provincial 
revenues, despite increased returns from the public domain. 
Timber export was an important phase of the economic Live. 
especially the export to the growing New York and Chicago erea, 
and the concomitant growth of large-scale saw-mill development 
in the province encouraged the ier nnen to display some 
ingenuity in devising new levies on timber. Towards the close 
of the 19th century new timber licence conditions were imposed, 
and the export of logs and pulpwood was discouraged in favour of 
the manufacture of lumber and pulp. But the doubling of domain 


revenues and the inorease of Dominion subsidy in 1884 were not 
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sufficient to counterbalance growing expenditure needs and in 
1892 direct taxation was imposed in the form of succession 
duties. In 1892 the Act applied only to property in Ontario, 

but in 1895 it was made applicable to all property hela by 
residents. But further increases in expenditures necessitated 
the raising of additional revenues and in 1899 the Supplementary 
Revenue Act was passed, taxing banks, insurance, loan, trust, 
railway, telegraph, telephone, gas, electric, express and 
Sleeping car companies. By then had appeared the first evidences 
of the trade improvement leading to the long boom that lasted 
until the War. In the early 20th century, as the Canadian west 
was opening and as America was indicating further economic 
expansion, the Province of Ontario took a more eee position 
with respect to development. Expansion of Northern Ontario, 

and detusction of that region with Toronto and the south, seemed 
necessary to prevent the trade of the Temiskaming country being 
diverted to Montreal. In addition, it seemed desirable to have 

& railway into Northern Ontario that would connect with lines 
penetrating the new and promising prairies, and perhaps later 
construct a branch of its own to James Bay and a northern seaport. 
At the turn of the century this aim seemed to be settled and 

the main question was whether the government should subsidize 

& private line, or construct a line of its own in order to 
exercise control over rates and to expedite development. The 
latter course was decided upon, and in 1902 the Temiskaming and 
Northern Ontario Railway Act was passed providing for the con- 
struction of a line from North Bay to a point on Lake Temiskaming 
near Haileybury and New Liskeard. 

The second developmental policy initiated in this 
first decade of the 20th century, which concerned the growing 
hydro-electric industry, appeared somewhat less positive in its 
inception. In the budget speech of 1910, several years after 
the scheme had been in operation, the Provincial Treasury was 
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able to emphasize the fact that the Province was not manu- 
facturing power: it was simply regulating the transmission of 
power. Nevertheless, the conditions existing at the initial 
formulation of the scheme suggest that a somewhat more positive 
scheme of government control was envisaged. The asset of the 
Niagara Falls was an obvious one and American capital, besides 
developing power on the American side, was beginning to be 
invested on the Canadian side. Patriotic considerations, and 
the prospect of cheap power in a region requiring imported fuel, 
combined to motivate the provincial Acts of 1906 and 1907. In 
the beginning the Hydro Commission purchased power from privately- 
owned generating plants, and attended to the establishment of a 
comprehensive system of power supply to a large territory through 
control of power distribution. In 1908 the Commission began 
operations, acting on behalf of the municipalities that had 
contracted with it for a supply of electricity, and it entered 
into a contract with the Ontario Power Company for the purchase 
of electricity. The Ganmieeion did not engage in the generation 
of power until 1917. But although the Hydro policy in the pre- 
war period seemed the less positive of the new governmental 
projects of development, it was destined to be come a unique 
organization in the field of economic effort. "In years to come 
it will be the tool-case of a rational state socialism", says 

Mr. C.R. Fay. But in the pre-war period this prophecy would 
have had nothing to support it. 

Up to the War the railway undertaking was more im- 
portant from the point of view of provincial liabilities. And 
the opening of the mining areas arcund Cobalt and the newly 
found Porcupine district already seemed to justify this pro-~- 
vincial pad imar venture. These areas seemed likely to expand 
and to counterbalance the loss of traffic that would come when 
the work of transporting the supplies for the new National 


Transcontinental Railway ceased. By 1916 the Hydro was still 
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on relatively small enterprise, while in that year the railway 
was able to pay one million dollars into the provincial treasury. 
(A payment of this amount, however, did not become an annual 
custom.) But the Hydro had already expanded from serving 

10 municipalities in 1910 to 191 in 1916 and the war boom and 
the concomitant demand for increased power, especially in in- 
dustrial regions, was urgent. Given this demand, and given 

the forceful leadership that characterized the Hydro Commission, 
the probability of a change in policy from mere distribution 

to distribution and production, was a considerable one, and the 
change was initiated by the acquisition in 1917 of the plant 
and transmission lines of the Ontario Power Company. In the 
next few years, with the emergence of the war and post-war 
sooms and the need for enlarged power, the Commission acquired 
further enterprises (e.g. Toronto Power Company) , and also 
embarked on pioneer construction (e.g. Queenston-Chippewa 
development). No further notable acquisitions of private con- 
cerns occurred until 1930 but the activities of the Commission 
in the war years indicated that the logical conclusion of its 
policy would be sufficient control over the Ontario power in- 
dustry to allow sale of power in both rural and urban areas at 
rates satisfactory to the community as a whole. 

Up to the War, therefore, the Province of Ontario was 
following a double-headed policy of development. On the one 
side, like the Dominion government and like some other provinces, 
it was encouraging a further extension of its frontier by a 
railway expansion calculated to open new areas and to develop 
new supplies sf resources. On the other side, like those se 
vinces that were encouraging a more intensive economic growth 
(e.g. telephones, agricultural aid, etc.) Ontario was heralding 
a new form cf intensive development calculated to cheapen power, 
and aiming rather at providing a new power method for utilizing 


resources than at the discovery of new sources of supply which 
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was the objective of most pre-war development in Canada, The 
Ontario Hydro plan, with its municipal attachment, was directed 

at reducing costs of power, and both directly and indirectly 

was likely to stimulate the production of new goods and services, 
and to encourage more efficient methods of industrial production - 
in short to encourage development of an intensive rather than 

an extensive kind, 

By 1913, the Ontario balance sheet showed an ott- 
standing debt of $41.5 million, The capital investment in the 
Temiskaming and Northern Ontario Railway was at that time 

$19.7 million, and the government investment in Hydro only © 

$6 million, A guarantee of $7.9 million was outstanding in respect 
of the Canadian Northern Pacifio Railway. Active assets covered 
the bulk of the remaining debt, cash on hand amounting to $2.4 : 
million and advances to $3 million, Of the latter indirect lia- 
bilities, $900,000 were for the Niagara Parks Commission and 
approximately the same amount for the University of Toronto, 

At that time, Ontario revealed a condition that has 
been-unique in Canadian public finance: the interest received 
by the province exceeded the debt charges, a position partly 
due to the receipt of Special interest from the Dominion subsidy 
on the government railway, But that Special grant, which 
raised the interest received in 1913, must not dim the fact 
that Ontario was already pursuing a policy uncommon in Canada - 
the gathering of a profitable enterprise within state control, 
Generally, governments found it necessary to engage in enter- 
prises on which the margin of profit, if any, was small, In 
Ontario, however, the Hydro undertaking, even by 1921, was able 
to yield sufficient interest to make the Province'ts net debt 
charges, as a percentage of expenditure, low as compared with 
other provinces (9.5% as against the general level of 15.7%). 

In the pre-war period also the provincial government | 
attended to intensive development in its ordinary expenditures, 


The Opening of the west and the expansion of western agri- 


culture necessitated some readjustment within the agricultural 
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economy of Ontario. The Canadian pre-war boom (1896-1913) 
brought new agricultural supplies into competition with the 
Ontario output, while the urban and manufacturing expansion 
within Ontario itself also affected local agriculture. The net 
effect was a definite trend towards mixed farming and certain 
specializations in Ontario agriculture. To some extent con- 
ditions arising out of the War interfered with this agricultural 
adaptation. There arose profitable markets in Europe for 
Ontario farm produce, so that export trade was stimulated. 

But the main trend in the early 20th century was the adaptation 
of Ontario agriculture to new and growing urban needs. This 
adaptation was aided by the provincial administration. The 
activities of the Ontario Agricultural College were extended and 
the government assisted agricultural and dairy schools, experi- 
mental and demonstrative farms, fairs, the work of rural 
institutes and the work of soil survey. The appointment of paid 
agricultural representatives was another manifestation of the 
government's desire to encourage scientific methods in this 
industry. Under this heading should be added the special grants 
made for the development of Northern Ontario after 1912. 

In another direction also, the Province of Ontario 
adopted a more positive policy that had long-term ends in mind, 
mainly the expansion of the educational system. It was in the 
first decade of the 20th century that the present system of 
provincial grants for schools was established, although sub- 
sequent modifications have been many. Before that time grants 
had been made on the basis of population of districts and 
average attendance at schools within the districts. But a desire 
to improve education, coupled with a realization that in the pre- 
war boom teachers! salaries were not attractive and that Ontarie 
teachers were migrating westwards, encouraged a change in pro- 
vincial policy. It was felt thst grants would have to be made to 


improve standards and to ensure that inequality of wealth between 
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different school districts did not impede educational eerereus 
in the less wealthy areas, These principles along with others 
that crept in later (e.g, the improvement of Gtdahwene the 
attempt to raise teachers! standards by making grants on the 
basis of their qualifications) were restated in the legislation 
of 1931 which established five factors as the determinants of 
legislative grants. At the outbreak of War, however, education 
was the most significant item in the general expenditures of 


the Province, In 1913 the expenditures were as follows: 


1913 
$000 
Education 2,653 
Domain 2,510 
Welfare byoee 
Net Debt dee (ors) 
Government dope 
Justice 910 
Highways 565 
Agriculture 393 
Legislature 370 
Other 072 
Total 10,524 


In 1913, the domain expenditure was only $881 ,000 byt $1,629,000 
was spent on lands and forests and public works, This item 

has been added to the domain expenditure, Following education, 
welfare was the ,second important item of expenditure, most 

of this expenditure going to provincial institutions, of which 
the mental institutions were the most important. Education, 
welfare, and general government (4neludine legislation and 
justice) accounted for 63% of the expenditures, the remainder 
of the expenditure going to debt, highways, agriculture, etc, 
In 1913, therefore, despite the developmental policies that had 
been instituted, the pattern of the expenditure system was a 
Simple one, But the introduction of more vigorous policies in- 
dicated that the province was entering a period of transition 
from a simple to a complicated budget pattern, Some measure of 


the changes that were beginning or imminent may be got by 
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contrasting the 1915 and the 1921 expenditures, They rose 
from $11 million to $22 million in the period, Interest 
receipts exceeded gross debt charges by $122,000 in 1913; in 
1921 net debt charges were $2,131,000, 

In 1913, however, both the revenue and the expenditure 
Systems were fairly simple, The revenue system still depended 
greatly on the subsidy and on the domain revenues, The 


revenues were: - 


1913 

000 

Domain 2,887 
Sub si dy 2,596 
Taxes 2,083 
Liquor Control 902 
Licences 866 
Others "255 
Total Revenue 9,569 


Already, however, taxes were beginning to prove pro- 
ductive. Succession duties began to reflect the rise in private 
incomes that followed economic expansion, and corporation taxes 
were also becoming more important as manufactures grew and as 
banks, insurance and other taxable companies expanded to meet 
the new economic conditions, In 1905 succession duty rates and 
corporation taxes had been revised upward. 

But although the domain revenues and the subsidy were 
Still the outstanding revenue items in Ontario in 1913, the 
transition of the revenue system to a broader basis was also 
well advanced, The domain and the subsidy which had formerly 
produced 80% of the revenue yielded less than 60% in 1913, The 
subsidy, despite the 1907 readjustment which was not unfavourable 
to Ontario, was too stable to prove significant in the face of 
growing needs, while the public domain remenues were also likely 
to have definite limits, even if the decline in the saw-mill 
industry were compensated by the growth of a new pulp industry. 


In view of these conditions, and in view of the dynamic nature 
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of the budget, it was likely that an increasing portion of the 
revenues would have to be sought from taxes that would be 
expansive under the dynamic forces of industrial growth and 
large-scale enterprise, 

The war pxeuri shee seemed to act as a eosin 
ground for the developmental policies that had been already 
seeded, Of the rapid growths that took place the most significant 
was in the Hydro scheme, But the creation of the Department of 
Public Highways in 1915, the establishment of the Toronto- 
Hamilton Highway Commission, the advancement of housing and 
agricultural projects, the expansion of education and the new 
undertakings in public welfare, all served to effect a rapid 
change in the budgetary picture between 1913 and 1921, This 
rapid rate of expansion of governmental activities continued up 
to the depression after 1929, These changes reflected themselves 
in an extremely rapid growth of direct and also indirect 
liabilities, The main indirect liability was the guarantee of 
bonds of the Hydro Commission, this one item accounting for 81% 
of the indirect liabilities by 1936, the remainder being mainly 
guarantees of railway bonds, and small obligations of univer- 
sities, park commissions and municipalities, The guaranteed 
bonds are large in amount, being more than one-fifth of the 
amount of the direct liabilities, but their significance lies 
in the fact that they cover mainly Hydro operations, 

In order to see the continuity of the development of 
certain provincial programmes, it has been thought worth- 
while to give a brief outline of the more important provincial 
investments as they developed from the war period up to 1936, 

The government investment in Hydro rose from 
46 million in 1913 to $113,7 million in 1921, (including 
guerantees of S12 mi tiion)® By 1929 the governmen t investment 
had risen from its 1921 leveh of $113,7 million to $203,5 million, 


and by 1936 the investment was $254,4 million, including guarantees 
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of $112.8 million. (Since 1934, new capital borrowings of the 
Hydro Commission or issues from refunding have been effected 
through the obligations of the Commission under provincial 
guarantee, rather than through direct provincial bonds.) 

As power shortage threatened the Hydro Commission in 
the early phase of the war boom, and as it haa already acquired 
several years' experience in the power business, the Commission 
entered the generating side of power production by the 
acquisition of the Ontario Power Company's plant at Niagara, 
the undertaking of the Queenston-Chippewa development and the 
purchase of the Toronto Power Company's plant and transmission 
lines in 1920. These were the initial outstanding schemes of 
power generation, although subsequent purchases of a smaller sort 
furthered this movement (e.g. acquisition of Georgian Bay System 
plants). | 

The more recent Hydro developments were probably 
hastened by the 1925-9 boom. In response to increasing demand, 
the Commission tried to ensure adequate power, especially in 
Southern Ontario. There was and still is undeveloped power on 
the St.Lawrence river. But the development of power from the 
river is connected with navigation development and the inter-~ 
national questions to which these considerations gave rise have 
involved extended negotiations. The Commission had. therefore, 
to revert to an alternative source Of supply through long-term 
contracts with four Quebec companies. These contracts are still 
in force though amended. The Commission acquired in 1930 the 
Dominion Power and Transmission Company at Hamilton, and in 1933 
the Ontario Power Service Corporation at Abitibi Canyon. Further 
extensions were made in the Thunder Bay system. In the past 
few years there has been some extension of rural lines by legise 
lative grants - aL evannats monies provided by the provinee at the 


general cost of the taxpayer for the construction of Hydro plante 
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It is possible that increased demands may be met in 
the future by new power developments particularly on the St, 
Lawrence and Upper Ottawa regions, and any such expansion would 
involve a considerable addition to the canital structure of the 
Commission, In that event, ownership of the Beeston s assets 
will tend to rest more and more with the people of the province 
as a whole, rather than the municipalities, which also have an 
equity in the system, 

This state enterprise, owned by province and munici- 
palities, is unique in its history, organization and policy, 
Its history has been the emergence of a state enterprise that 
pushed back from distribution to production of power by the 
acquisition of private firms, by trustifieation, and by its own 
capitalistic expansions, Its organization in the form of a 
Commission that built a valuable and self sustaining asset with 
provincial and municipal funds, and used these funds to serve 
large-scale technicue and large-scale control, is perhanvs a 
unique example of the apt reconciling of a socialized financial 
unit with capitalistic technical, managerial, and marketing units, 
Its policy of maintaining reasonably low rates and of providing 
reserves for depreciation along with reserves for retirement of 
the capital debt standing against the plants is also unique, 
The success of the venture in which notentialities of additional 
earnings are great, led other provinces to attempt Similar vower 
development, But the success of the Ontario scheme was due to 
a combination of factors that cannot often occur - forceful and 
independent management in the formative period, the existence 
of 4& natural asset of Niagara Falls, and the presence of an ; 
extensive demand for power for manufactures and for households, 

The second important provincial investment to be 

discussed is highways, By 1956, the provincial investment in 
highways, including relief works on highways, was 254 million 


the largest single balance sheet item, or 32% of the outstanding 


\ gor veri aay, To olgong, ots Se tw ¢ 088 bos exon ‘geet 


Ssnoltinds to eehtre Bigcesor dotdw wt oust ney edt to eee 


jee vente go ® oi cm 9 ts 7 b Fremvo. S 


rine’ p 
mh 5 i i BS 


i ‘ Kinin 
“ 


‘Gilerow sto Heme 0 ete td Be ‘atiatger ‘awn 
wits Xo oma ourtds fd belo dae be sold tbhs ‘olde 


Bd ER eR OO Ue 
etenan nokia bata oth %e «ideten enbve. tnd a | 


| 


| one end aie 


~totaum bts domtvany vd" howwe ale none: | te Lat 


ee OH eet otite 4 Aotaiwe ,perrs ude eT wade pent ‘et im ae 


: A ° 
7 : e ’ ai 
ste ilog Be aclsseetapene’ rote fi apt me sila ar Pye.) 2 


doact be Dae “3 ne OTR oe, 6 ys Ox 19% ours ete eed eat ‘eto tate \ ay ; 

fs Ce sis pe swe TO ee oben Tr of sinatra Dee tone. He j 

awo ack vd. fire ‘aoktae. Chitevrt wd ‘attr ros) oteviag to" no oe 
s te mt ? OS et heist Ses bende ast Leno hecance. ‘ptded, 

itiw taran wilntataom Wem his br a #f el teite see ; 

™ ta neeo bys ebm? fagtolaun fine salen 
e eeoitmd of y revit Go Slavesey grtet fre. op tease olae 7 

fot Ovni t4 Bok (OLOoe #- "Hs sare. ton iad tae rit to atquexs 

finy avitedron Bee a Proganen LB phate pot oBtatistigas ot z. 
to Bee goter wol b fisroe got gti tataten fe wou 
“Oo TdomeTites a7 zevyoer By isi Bao Le mo f: fat pergob ba a i‘ 
Sas von wus a ; eee re 2 y saci ene s aitbnste {seh a f- 


nawoy tel ta te Spaeth Mt sao tivoty madto bot. Vide eel 
of #1 enw onedoe oftadn? ‘add To reoooue ae sata Pot: 


hae Litsotol = tiveeo parte Foutcin 9 seid szotont ~ 4), 


“@miorTeize act, iihalatni WE bm mat wy 


fs to somone aud tae ef £aX, stage di ‘to, tones teas 


age? e , «WHR TAL: =) 
prbhodes: tot Bae er pont cant ro towog sseamapmnes 
as oF tp aise) Sato’ vertn saatroiat futet 

ett ‘gaton itmewer Lencatbwss ont bet hil ben m7 


* 


OLLI Lm cate had Bai ake ao Meek 


- 186 - 


debt. Road expenditures had tended to rise with the economic 
expansion of the pre-war boom, the province having passed the 
Highway Improvement Act of 1901 to assist the counties in road 
construction, and having given attention to colonization roads 
and to northern roed development in areas that lacked county 
organization. The main impetus to road expansion however 
coincided with the intensive economic development that took 
place in the war boom. The newly instituted Department of 
Public Highways (1918) and the new experimental road commission 
that undertook the construction of the Toronto-Hamilton road, 
were confronted not only with the problems of road building 
but with those of regulation of the new form of transportation. 

An important phase of the highway question that was 
reflected in other provincial concerns (e.g. Hydro, education, 
welfare etc.) was the problem of ensuring a fairly comparable 
rate of development in different areas of the province. In 
1916 the provincial grant for county road construction was in- 
creased from 33-1/3% to 40% ond grants »f 20% in aid of main- 
tenance were initiated. In 1917 certain county roads were | 
designated provincial roads and on these the provincial govern- 
ment provided 60% of the construction and maintenance. In 1918 
the maintenance grant on the county roads was raised from 20% 
to 40%. In 1925 the county road system was revised. For 
township and Indian Reserve roads, provincial assistance was 
also given, 20% for general work and 50% for superintendence 
after 1920. In 1925 the grants were increased to 30% and 50% 
respectively, in'1930 to 40% and 50% respectively and in 1937 
to 50% for all approved highway expenditure. 

At present the provincial government's road expen- 
ditures are as follows: 


(1) The province bears the full cost of King's Highways. 
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(2) On county highways, the provincial government con- 
tributes 50% of the amount of the county's expendi- 
ture on improvements, as well as the ordinary main- 
tenance grant. 

(3) In townships the province pays 40% of the expenditure 
on roads and 50% of the expenditure on supervision. 
The former percentage may be as high as 80% iif the 
Minister deems that necessary. 

(4) In cities, the province joins with the county in 
assisting suburban roads, giving 50% of the cost, the 
city and county dividing the remainder between them. 
Since the beginning of the 20th century, the province 

has contributed almost two-thirds (60%) of the total road expen~ 
ditures, but recently the provincial proportion has tended to 
rise according to the extension of King's Highways, and the 
increase of grants to counties and townships. These circum-~ 
stances indicate that the future highway expenditure of the 
provincial government is likely to increase as a proportion of 
total highway expenditure, and since at the same time total 
highway expenditure is also likely to rise, provincial expendi- 
tures on both capital and current account are likely to reflect 
this trend. The grounds for the expectation that total highway 
development is likely to proceed apace are indicated in the 
statements of the Provincial Treasurer in the 1938 budget 
speech. Road traffic on the Windsor-Quebec route has already 
reached proportions that suggest the need for larger arterial 
roads. 

Highways expenditures in Ontario have been determined 
mainly by the geographical location of the province and by its 
industrial characteristics. The province required an intensive 
expansion of highways within its urbanized areas to link then, 
and to provide a route to industrial America. At the same time, 


the nature of the province and the advancing of its northern 
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frontier required an extensive system of roads, Accordingly 
since the War, while the main highways of Southern Ontario have 
been extended with some rapidity, it is important to note 

that the proportion of total highway ptetee spent in Northern 
Ontario has tended to increase steadily, The proportion of 
government road investment in the North has increased from 13% 
of the total road investment in 1921 to 22% in 1936, 

Ontario's road development since the War, being both 
cause and effect of industrial progress, has had developmental 
effects in the province not unlike those produced for Canada 
as a whole by the railway expansion in the pre-war period, 
except that Ontario's road building seldom appeared to be 
creating unused capacity, or capacity large enough to serve some 
conjectural future demand, Road improvement has been accomplished 
in response to existent demands for linking urban areas, and as 
such it has widened the Ontario internal market, has lowered 
the costs of competitive transport, and affected the volume of 
the tourist trade, In this way it has affected the income of 
households and firms within the province, Provincial finances 
have also been affected by the increases in motor licences and 
gasoline tax revenues which, together, cover the province's 
current expenditures on maintenance and interest on the highway 
investment, In Ontario, however, it is noteworthy that while 
the municipalities are required to provide for the retirement of 
their highway debts, no such provision is made by the province 
itself. Provincial highway debt shows a marked tendency to rise 
and highway investment becomes increasingly dominant in the 
direct liabilities of the province, 

As already indicated the Hydro and highways accounted 
for about two-thirds of Ontario's outstanding debt in 1936, The 
remainder was attributable to the railway, to lands and buildings, 
to agricultural loans, to the accumulation of deficits, to the 
capitalization of direct relief, to the bonus on rural power 


transmission, and to numerous lesser items, 
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At the outbreak of the War, the Temiskaming and 
Northern Ontario Railway was the major commitment of the 
province, accounting for over 45% of the total liabilities 
of the province at that time. The government made capital 
expenditures on this railroad in the hope that they would 
be recovered, not necessarily from the railroad itself but, 
like the highway investment, from other sources provided by 
the opening of the new frontier. There was thus an indeterminate 
relationship between the government investments and subsequent 
government revenues. In this case it was true that the con- 
struction of the line, and the rate policy followed, hastened 
the exploitation of the resources of the region, particularly 
in minerals and pulp, but it is equally true that speedy 
exploitation of resources of this sort may prove to have long- 
run costs that tend to lie on the government as such regions 
suffer exhaustion of their resources. 

In the post-war period, the Temiskaming and Northern 
Ontario was expanded with branches into the growing mining areas, 
and with an extension as far as James Bay. The construction of 
branches into the mineral properties soon justified itself from 
the Railway "s point of view, especially in the depression years 
after 1929 when mineral expansion compensated in part for the 
decline in the newsprint freight. While the northward con- 
struction could, for part of the way, assist the development 
of mineral, power and lumber resources, the recent (1932) 
extension to James Bay has not yet been justified. Up to the 
present the railway as a whole has called for an investment of 
$30 million by the provincial government plus $11 million in 
guaranteed bonds and bank loans, in all some 5% of the total 
direct and indirect liabilities of the Ontario government. 
The line has not been directly self-sustaining; deficits 
were at their lowest in the boom (1925-9) but increased 
again in the depression. Up to 1937 the investment cest the 


province over $37 million in interest. Since over $16 million 
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was received in revenue from the line, the net money cost to 

the province may be measured at 321 million, It has to be 
remembered however, that the province received a lump sum pay- 
ment from the Dominion government as a subsidy for the building 
of the line. In 1913 the province received a subsidy of $2,1 
million, The revenues that accrued indirectly from the existence 
of the line have been considerable, but their precise relation- 
ship to the cost of the line itself is indeterminate, The 
development of the northern country, the direct revenues received 
from mines and lumbering activities, as well as the revenues 
raised from dividend receivers are, however, of prime importance 
to the government of Ontario, 

After this outline of the history of the major govern- 
ment undertakings from the War onwards, it is necessary to con- 
sider the financial conditions during these years, The War and 
the post-war booms involved a considerable expansion of income 
to the households and firms of Ontario, agriculture, lumber, 
minerals, and manufactures all having expanded, and there was 
likewise an expansion of services, not the least important of 
which was the growth of financial houses, and the centralization 
of large-scale undertakings in Ontario, The counterpart to this 
expansion of private enterprise was to be found in the expansion 
of government enterprise, The growth of the Hydro undertaking 
during this period has already been discussed, By 1921, the 
outstanding debt of the province was p2l9 million, The increase 


over 1913 is shown in the following table, 


L913 1921 Increase 
S000 000 $000 
Active Assets 5,nOe Dogo Le 29,817 
Hydro 6,023 113,674 1075651 
tn fo RL, 19,696 25,600 3,904 

Canadian Northem Ontario 

Railway (a) 7 5860 (a) -7 ,860 
Public Works - OL 987 51.962 
Advances ~ 56 6,280 6,224 
Surplus (-) or ; 7 
deficit (+) + 2,399 ~ 11,906 14,305 


Outstanding BRebt 41,536 218,954 177,418 
(a) Later assumed by the Canadian National Railway Company. 
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was the outstanding cause, 


Wek 


177 million dollar debt increase, the Hydro 


The increase in public works (on 


capital account) was not shown in the 1913 accounts but by 1921 


highways had accounted for $26 million of the subsequent in- 


crease, and buildings for $26 million, 


The increase in active 


assets was due mainly to an increase in cash; and to a $6 million 


dollar advance to municipalities, The increase in advances (on 


which partial or no interest has been paid) went to municipal- 


ities ($3 million) and to the Sandwich Windsor and Amherstburg 


Railway ($2,5 million), 


By 1921 the revenues and expenditures of the province 


also revealed the growing complexity of the Ontario economy, 


Net debt charges, education, welfare and government formed over 70% 


of total expenditures, 


Net Debt Charges 
Education 
Governmen t 
Welfare 

Justice 

Highways 
Agriculture 
Other 
Legislation 
Domain 


Total Expenditure 


It will be noted that the domain expenditure is re- 


corded as having fallen, 


1913 =1921 
5000 $000 
122(Cy 2,132 
B.655 97021 
1, , 151 ~~ iy 90 
ieee . ees 
91.0)... U,624 
565 1,173 
393 835 
572 B92 
370 388 
ipo \8 Anam Gre) 
10,524 22,434 


Increase 


3000 


2,253 
4,368 
2,339 
1,992 
714 
608 
442 
320 
18 


11,910 


Decrease 


$000 


Forest and other services. increased 


during the War, but the 1915 figure had included within it a sum 


spent on public works and on forests, 


The rise in the net debt charge was due to the debt growth 


which was discussed above, 


The rise in education expenses was 


due largely to the increased grants to schools and universities, 


the rise in government costs to increased personnel and expansion 


of government services, and the rise in welfare to the expansion 


of institutions (mental, tuberculosis, deaf and dumb, and homes 
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for infirm), the new level of grants to hospitals, and the new 
labour department. Mothers' allowances were only beginning in 
1921, 

The expenditure system of the province was therefore 
indicating the growing complexity of the government service, 
as economic expansion induced the government to undertake new 
capital works, and as the demands for improved education and 
welfare services raised the levels of these items, The revenue 
System indicated also the growing diversity of the economy and 


the increasing dependence on taxation for revenue, 


1913 Loo. Increase Decrease 
5000 $000 000 
Dominion Subsidy 2,596 2,596 - ~ 
Taxes 2,083 9,824 7,741 
Licences 866 4,313 3,447 
Domain 2,887 3,729 838 
Fines 37 672 635 
Sales 18 332 514 
Refunds 69 191 122 
Liquor 902 349 ~ 553 
Other Del Pees 6 
Total Revenue 97569 a5 907 12,538 


re ee ete ee 


Almost two-thirds of the increase in revenue came from 
taxes, Among the tax increases the most significant was in suc- 
cession duties, and after that in corporation taxes, the race track 
companies yielding the largest single company increase, but all 
companies revealed the effects of the economic expansion, and the 
changed tax rates, New amusement taxes also aided considerably 
the rise in revenues, The rise in licences came mainly from 
increased ownership of motor vehicles, and the increase in domain 
from forest royalties, forest fire tax, and fur licences and 
royalties, The increase in fines accrued from the Ontario 
Temperance Act, and the fall in the liquor lieences resulted also 
from the change in the liquor laws, By 1921 taxation was yielding 


45% of the revenue and licences 20%, The subsidy and the domain,the 
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original “Confederation" revenues, together yielded only 28%, 
The financial history of the years up to 1929 was 
mainly a reinforcing of the trends of capital works, expenditure 
and taxation that had emerged in the War and post-war booms, 
There was some slight change of emphasis, however, in that the 
rate of increase of expenditures on highways, and on loans that 
paid partial (or no) interest, was greater than the rate of 
increase of investment in interest bearing projects, Among the 
advances which have borne little or no interest, the most im- 
portant were those to the Agricultural Development Board estab- 
lished in the post-war depression, when Ontario agriculture 
was trying to readjust itself to more nomal conditions after 
the war boom, Theoretically, the funds for this farm credit 
were to be raised through the new Ontario Savings Offices, and 
the province was to advance these as loans to the Development 
Board in return for debentures carrying a slightly higher rate 
of interest than that paid by the province to the Savings Offices, 
The Board placed the loans with farmers at 53% for an amount 
to be not more than 50% of the valuation, In time, however, the 
financial relation of the agricultural Board and the Savings 
Office became less apparent, particularly in the depression 
after 1929 when the demand for agricultural loans increased at 
the time that savings deposits were being withdrawn and reduced, 
In these conditions the province's interest in the Loan Board 
increased rapidly, The loans to the Board doubled between 1928 
and 1936, and since the Board's payment of interest to the 
province fell behind, the provincial equity in the Board more 
than doubled over the period and now amounts to about 7,5% of the 
direct liabilities of the province, The agricultural depression 
affected the soundness of many of the mortgage loans made by 
the Board, and éespite adjustments more than half the accounts 
were in arrears in 1936. The unsatisfactory position of these 


assets is evident from the opinion expressed by the Provincial 
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Treasurer in the 1938 Budget Speech to the effect that 50% of 
the loans are in such a position that even if all the outstanding 
interest on them were forgiven and some discount on principal 
allowed, they still could not be liquidated because the amount 
originally loaned exceeded the real loanable value of the 
property. The effect of the Agricultural. Development Board on. 
Ontario's debt structure is one measure of the effect of the 
post-war agricultural revolution on the economy of Ontario, 

In the post-war period, the Agricultural Advances, 
along with the much larger extension of Hydro investment, and 
the still larger capital expenditures involved by the transport 
revolution, dominated Ontario's debt increases up to the de- 
pression (after 1929), The change in the balance sheet in the 


post-war period was:- 


1921 1930 Increase 
($ milIions) 
Active Assets 35.3 Soe. ee) 
Utilities TOP eo rif a es) 134,353 
Public Works 52,0 187.4 135.4 
Advances 6B 69.7 33.4 
Deficit : ~11,9 Ue.o 24,2 
Other Expenditures ; 
capitalized tobe 4,6 4.6 
219.0 553.8 334.8 
Less Sinking Fund Reserve . es aL ool. 
Outstanding debt 219:.0 552.7 333.7 


During this period the investment in public works slightly 

exceeded that on the utilities, Of the $135 million increase in 
public works, the new road activities accounted for $120 million, and 
public buildings for $15 million, in the utilities, $121.6 million 
of the $134.3 million increase was attributable to the power com- 
mission, and $12.6 million to the railway extension (i.e, branch 
lines and main line from Cochrane to Island Falls and on to Coral 
Rapids). Of the 33 million dollar increase in advances, $30 million 
went to the Agricultural Development Board, Although there was little 


change in the total active assets between 1921 and 1930, there 
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was considerable change in the items making up the total, 
There were increases in advances to municipalities, in the eee 
control board surplus, and in inventories, etc, The post-war 
depression, and the growing charges for debt (i.e. apart from 
Hydro) for welfare, edu¢ation, maintenance of the rapidly growing 
highways, had all served to increase the deficits on current 
account, From 1927 to 1929 however, surpluses emerged, 

The rise in current expenditure was fairly steady be- 
tween 1921 and 1930, and it affected all items of expenditure, 
The following table arranges the services in the order of their 


increase in this period, 


1921 1930 increase 
$000 $000 000 
Net Debt Charges 2 pou 2,009 Yugo 
Welfare o,ol4 12,851 9,037 
Education ? ae 2,890 0,874 
Highweys 1278 6,835 5, 6635 
Domain 14006 4,595 34229 
Justice 1,624 3,128 1,504 
Gover ment 3,490 4,528 838 
Legislation 588 1,024 636 
Agriculture 835 AigOe D2 
Other 2 wBB2ri), b,oBa VES 1,884 
Total Expenditures 22,434 59,429 55,995 


Fe OED Re ree re 


The growth of debt charges for public works and other 
purposes was becoming a significant item, In 1921, Ontario's net 
debt charges were only 9,5% of annual expenditure, while the 
provinces as a whole spent 15.7% of their total on this item, But 
in the post-war period, with the expansion of highways, etc, Ontario's 
percentage rose towards the general average, and by 1930, Ontario was 
spending 16.3% of her total expenditure on net debt charges,as against 
the 15.7% for the provinces as a whole, Ontario by 1930 spent 59,6% 
of the total expenditures on net debt charges, education and 


welfare, 
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Education had always been the outstanding charge in 
Ontario, but by 1930 welfare expenditures had grown rapidly and 
were about to overtake education. The significant jump did not 
occur until 1950, old age pensions being the important contri- 
butor to the latter rise. Before that time the growing factors 
under this heading were public institutions, particularly mental 
institutions, the introduction of mothers' allowances in 1920 and 
the gradual enlargement of hospital grants. The growth in 
pure public health services was modest by comparison. The effect 
on the budget of the introduction of new items like the motherst 
allowance and old age pensions is evident. The growth of 
institutional and hospital grants is, however, worthy of some 
notice, In Ontario, the direct administration of health devolves 
largely upon the municipalities, the revenue being provided 
mainly by fees and municipal grants, a part coming also from 
donations and provincial grants. Mental institut*ons on the other 
hand are mainly a provincial responsibility, the municipal con- 
tribution to these being only a small part of their total cost. 
The provincial grant to general hospitals expanded as the costs 
of hospitalization increased, and in the last decade the pro- 
portion of the total general hospital income derived from the 
province increased from 8.6% in 1927 to 11.3% 2 U9S6y» IL OS7, 
however, the provincial grant was reduced. In the homes for 
incurables the proportion of income derived from the provine 
also tended to rise until the reduction of the grant in 1937 
reduced the proportion paid by the province from 23% to 20%. 
In sanatoria for consumptives the provincial responsibility has 
also tended to increase. The main provincial expenditure is, 
however, on mental hospitals and the total expenditure has 
risen steadily, the province providing almost 70% of the income 
of these institutions, Apart, therefore, from the recent 
relief payments made under the head of welfare and apart from 


the effects of the depression in adding to motherst allowances 
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and old age pension payments, the rise in hospital grants, the 
high level of expenditure on institutions, and the tendency for 
free public health services to increase have contributed to a 
new trend of welfare services, Although certain beneficiaries 
from mothers' allowances and old age pensions might appear on 
relief rolls if these services were absent, it is noteworthy 
that actuarial calculations indicate that old age pension costs 
are likely to become increasingly Significant in the next decade, 
Certain other services (e,g, preventable disease control, 
tuberculosis etc.) will likely reflect the trend of changing 
public opinion on these matters, To the extent that relief 
costs fall, the government will find it easier to meet the 
growing public welfare costs on the basis of its present 
budgetary position, 

Before the War, education which absorbed about one- 
quarter of the total disbursement, was the outstanding 
expenditure of the provincial government, By the end of the 
boom, (1930) it accounted for almost 22%, but the reduction in 
education costs and the expansion of other serwices, leaves 
education now as the third item in the budget, taking about 
14% of expenditure, The reduction in the province ial bes 
education have been marked since 1931 (22% between 1931 and 
1936): since teachers' salaries formed almost three-quarters 
of the total education costs in Ontario it is clear that the 
reduction has been due mainly to the fall in salaries, The rise 
in Ontario's total education cost since the beginning of the 
century has been associated with the increase in the number of 
children, and with the improvement in the standards of education, 
This has reflected itself in the increasing relative importance 
of secondary and vocational schools: in 1900 only 12,5% of | 
municipal educ ation expenditure went to high schools and 87.5% 
to public schools, but now only 69% goes to primary, 20% to 


high and 11% to vocational schools, Since the average cost per 
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pupil is higher in secondary schools, this change has been 
important in raising total costs, At the same time, the general 
educational standards in personnel and equipment were raised 

and the average cost per pupil in primary schools rose from 

$17.8 in 1900 to $74,1 in 1930, since when it has been reduced 
to $60.6, the lowest since 1921, So far as provincial grants to 
schools are concerned, the existing method was introduced largely 
in 1931. The grants are based on five factors - a measure of 

the wealth of districts, the ratio of teachers' salaries to this 
assessment measure, the equipment, especially in rural districts, 
the basis of maintenance and capital expenditure on equalized 
assessments of schoolrooms, and teachers' certificates in rural 
and separate schools, These form the main method of grants 
although special grants and aids may be given to especially needy 
areas, or for special projects (kindergartens, manual training, 
etc.), These school grants (including grants to technical schools 
which rose rapidly from 1928 to 1930) have tended to become an 
increasing portion of the total provincial expenditure on education, 
and now average around 50% of that total, The remainder of the 
provincial expenditure goes mainly to universities (21% of the 
total education costs to the province), and the smaller part to 
agricultural and veterinary colleges, school inspectors, sSuper- 
annuation, etc, The university gremts began in 1906 and have 

been enlarged with the extension of universities and the College 
of Education in Toronto, The total provincial education ex- 
penditures were lowered after 19351, mainly by the reduction of 
grants to primary schools, but the expenditure began to riss 
again in 1936, 

Over 75% of Ontario's expenditures go on the three 
services described above - net debt, welfare and education, Of the 
remainder of the expenditure, the largest single item is the 
highways maintenance, This service reached its peak in 1930, 

42% of the highway expenditure going to the maintenance of main 


roads and 40% in grants to municipalities, thesé grants being 
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mainly for construction, The remainder of the highway expen- 
diture went to secondary roads and administration, The highway 
expenditure was severe in the depression, particularly the 
expenditure on main roads, although this reduction did not 
necessarily involve much reduction in road servicing since 
capital expenditures on roads, directly and through relief works 
were increasing at the time, Since 1933 the expenditure on 
maintenance of main roads has recovered, but in 1936 they still 
received a smaller percentage of the highway expendi ture than 
in 1930, 

Of the remaining services, justice, legislation and 
government have expanded in response to the enlargement of 
governmental functions but their growth has been checked since 
1930, Public domain and agricultural services have also con- 
tracted since the advent of the depression, although in the 
public domain the provincial attention to forest services has 
expanded, but this expansion has been more than offset by the 
declines in attention to other sections of the domain, 

On the revenue side, the main trend in the post-war 
period up to 1930 was the growing importance of taxes and of 
liquor profits in the revenue system, Tax revenues became a | 
Significant proportion of total revenues during the war period, 
and this significangehas tended to increase, In 1913 taxes_ 
yielded 22% of the revenues, in 1921, 45%, and in 1930, 50%. 
The tax history of the later period, especially after os 
further reinforced this trend, and by 1936 taxes yielded 60% 
of the revenues (as against 51% in the provinces as a whole), 
During this period, Ontario's share of the total revenues raised 
by all provinces has tended to increase, In 1921 Ontario's 
revenues were 24% of all provincial revenues: in 1928 29%, 
in 1930 33%, in 1933 36%, and in 1986 39%, This trend towards 
higher tax revenues advanced with the growing economic maturity 
of the province dur&ng and after the War. The shifts in the 
revenue system between 1921 and 1930 are shown in the following 
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i921 19350 Increase Decrease 


($000) 

Dominion Subsidies 2,596 2,642 246 
Taxes 9,824 29,446 19,622 
Liquor Control 349 105,285 9,936 
Licences 4,313 7,682 3,369 
Refunds: Municipalities 100 Spode 2,477 
Domain 3,725 4,300 975 
Refunds: Other 91 537 446 
Other Revenue 105 135 30 
Sales 332 360 28 
Fines 672 434 208 

Total £1,907 58,598 36,491 


About half of the rise in taxes resulted from the 
introduction of gasoline taxes (1925) which were yielding 
$10.8 million by 1930. In 1930 succession duties were unusually 
high, $6 million above the 1921 level, The corporation taxes 
had shown little increase up to 1930, but the adjuatments of 
corporation tax rates that took place later in the depression 
indicated their potential yield, 

The increase in liquor profits followed on the estab-~ 
14 einen of the trade as a government monopoly, The legis- 
lation establishing the Liquor Control Board was passed in 1927, 
and the sales rose rapidly in the boom years, but by 1933 liquor 
profits were only about half their 1929 level, 

The increase in licences followed mainly on the ex- 
pansion of the motor industry, Domain revenues in 1930 were still 
above their 1921 level, but forest revenues had fallen considerably 
below their 1929 level, The diversity of the revenue system, how- 
ever, prevented a decline in any single item of revenue from having 
a great effect on revenue as a whole, Asa result of industrial 
diversity and level of income, the revenues in Ontario fell by only 
6% between 1930 and 1934, a large increase in motor licence revenues, 
and increases in corporation and gasoline taxes offsetting to a 


large extent the declines that were occurring in liquor profits, 


domain revenues and interest (other than hydro), 


~ wee 


Fete % i] 7 , — ns ’ sever ymin vb etine LS ee ee 


att mort? hed fue of Soray me dais ath ‘to ted juodh 


Malblely stew dolsw’ (e8¢r)} sexed emilosey to no ite i 

Ti Davey sy sehtub notes en oue ae nt ObeL acl wot Lr ‘ 
8 Le to. teitoeire » adT- \ fev at ened ant ovods nobitta 96 
miLhe edt tud ORCL oF wy seeoton! ot TLE swe 

cOLee yapeh aid j L tedol eoaig Soas tants doter nat a0 fee 
file ky tattnevtod. + Feit pete 

“deteo att oo bowolfiet editon tomptl at dese: sect oi ae 
mie DS, aT ‘ULOEeOion Iaemniveves #2 88a ohertt ont | 
‘VSOL ah beatin; sew Peeod orto topped ond sabieitdetes A 
| SOUPEL C60L ys cod vesgeyv good say at Vibiqes OB OF eelae att 
evel OS0i tress tat dvoda ele anew 

“ea O00 tm UV Oetem Bewotiot as too? £ al s¢sertont ety | . 

{lise otew ObCl At eepneres re Lanot eer tauba t voto etd 2 
Yideteh ina s ne ii 3 fray eer asvet | eet Y sud fevel Teer stat 
“Wot ,oetite etnave+ off Yo vt terertb ont kas eser toa Wo #0 

aa vad mort aupgeve® To amas E 5. suit ie ysis af onttoon’ & beds 7 
ieitteuhat Yo tiuses # 2A , ofodw 6 Ba Ontovers no area 

7 Qiao vw flot © based at ‘Belasvet ond y auooit te revel bas 
«Hounover Soest! tosom pet BBs e761 spctal a beet ins wp e 
a B Ot weliteatio sakes mitilosay & r mpbveuognoe itt p 
Pa ger ttoxw voor! nh wldutsose epee yee ‘baal Loeb ty 
| i ‘a | iy «(gt sad mca seotooat - : 


= 201 = 


Although revenues were well maintained, they were not 
sufficient, in the depression, to cover expenditures and relief, 
There resulted large deficits on current account up to Ds 
and since capital expenditures (except in 1933) had kept high, 
the over-all deficit was large until 1936, when an ESO cy ore 
plus emerged, The position was as follows (omitting year 1935, 
which because of the change in fiscal year, was a sevente2n 
month period, and apt therefore to confuse the significant 
changes that occurred between 1934 and 1936):- 


(Millions of % ) 


L931 1952 1953 1934 1936 
Revenue Oy ie 95,0. 04,8 54,6 86.9 
Expenditure 65o5.. 69.55 678.) BOsA 76,9 
Deficit (-) or | ; i ° 
Surplus (+) -8.2 -14,3 -13.0 +25,8 +10.0 
Capital expenditure 28,9 SC ALS ese se in gS 


Over-all deficit ; Lon a eh 
(-) or surplus (+) -37,1 -41,7 -26.7 -61,.3 daa 


ee 


The current deficit which had reached a peak of over 
$25 million in 1934 was eliminated by 1936 as a result of the 
59% increase in revenue,and the reduction in expenditure, The 
capital expenditures which had kept high (except in the low 
depression year 1933) were cut in the advanced recovery year 
1936, and there was a reduction of 11,6 million in outstanding — 
debt in that year, 

The capital expenditures kept high until 1954 because 
relief work reached its peak in that year: the advances to the | 
Agricultural Development were also high until 1934, As a result, 
capital expenditures on buildings (which had been (4.2 million 
in 1932) gradually fell to $1,191,000 in 1934 and {:468,000 in 


1936. Highway work, which had reached 17.6 million in 1931, 
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fell to $4.3 million in 1933, rose to $12.2 million in 1934 and 
fell again to $5.8 million in 1936, The reduction in highway 
expenditure was largely compensated by the increased relief work 
on highways, and the expenditure on this item rose from $1,4 
million in 1931 to $19,2 million in 1934, and fell to $2.5 
million by 1936, 

As shown in the above table, both revenues and expen- 
ditures were by 1936 considerably above the 1931 level, With 
respect to expenditures, only the net debt charges and the welfare 
services had increased during the period, ard even within the 
group of "welfare" certain services had been cut (e.g, public 
health, provincial institutions, child welfare, labour depart- 
ment), The welfare increase was due primarily to the relief 
payments which cost the province $13.3 million in 1936, but 
during the period there had been also same increase in mothers' 
allowances, The debt charges rose with the increase in the 
outstanding debt from $553 million in 1930 to $784 million in 
1936, This increase was due in large part to depression 
financing. Of the debt increase of $231 million in these years, 
$50 millien had gone to relief work on roads, and $73 million to 
current deficits including $14 million of direct relief, Of the 
remainder of the debt increase, 65% was attributable to public 
works, mainly roads, and the remainder to the hydro, the railway 
and the agricultural loan board, As a result of this increase, 
net debt charges absorbed 25% of the 1936 expenditure, and welfare 


(including relief) 37%, The expenditures were as follows: 


1930 1936 Increase Decrease 
oa ae rate 000) 
Welfare LeeS ly 28, 250 : 50'9. 
Net Debt 9,659 19,397 9,758 
Education 12,895 10,564 2,901 
Domain 45595 ee hor 1,808 
Highways 6,836 o7597 1,439 
Other Bi. 706 2,422 334 
Legislation 1,024 359 685 
Agriculture 2 OY. 872 485 
Justice 5,128 By 75 413 
Government 4 328 4.191 VOW 
Total expendi ture 59,429 . 76,914 17,485 
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This table indicates the extent to which services, 
other than debt and welfare (including relief) have been hee 
duced below the 1930 level, 

Summary - 


(1) By 1937, 41% of the total provincial gross funded 
debt was attributable to Ontario, Ontario's funded dept 4eo0a- 
ing guarantees being $748.1 million at that time, Of the 
growth of total outstanding provincial debt since 1929, Ontario's 
share was also about 41%, Ontario's outstanding debt having 
risen by $297 mitlion from 1929 to 1936. In 1936, Ontario suc- 
ceeded in reducing its outstanding debt by $11.6 million but by 
1936, as a result of the growth of non-interest producing debit, 
Ontario's debt charges, less interest received, as a proportion 
of total expenditure, were higher than in the provinces as a 
whole, Ontario spending 25,2% of its expenditure on net debt, 
and the provinces as a whole 21.2%, _ 

(2) By 1936, Ontario with 41% of the total provincial 
debt, raised 38% of the total provincial revenues, It got 
more revenue from taxation than other provinces, 60% as against 
51%. It received a smaller proportion from subsidies, domain, 
liquor and licences, 

(So) wy ese Ontario was able. to meet relief charges from 
revenue , and to lower its debt, But in 19356 all services 
(except debt charges and welfare) Had been cut by $7.6 million 
under their 1930 level. In 1956 capital expendi tures were 
exceptionally low, Tax revenues had increased by ""% between 
1954 and 1936, and certain other revenues, licences, liquor 
profits and domain revenues were stimulated by the economic 
recovery, but in 1936 only licences had exceeded the boom 
peak. The significant revenue increase came from taxes, from 
the new rates, and from the economic recovery that increased 
income, Tax revenues rose by $23 million between 1934 and 1936, 


succession duties producing 42% of the increase, corporation 
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taxes 15%, gasoline tax 12%, income tax 22%, amusement tax 6%, 
and the security tax 3%, Succession duties, which had yielded 
half of the tax revenues in 1921, yielded one-third in 1925 and 
one quarter in 1933. The extensive changes in the Succession 
Duty Act in 1934, with the further amendments in 1935 and 1937, 
have tended to restore succession duties to their 1925 place in 
the tax picture, that is, to the production of one-third of the 
total tax revenues, Up to 1930 corporation taxes had been com- 
paratively stable, but the capital stock and the new taxes on 
net income by 1936 restored these taxes also to their 1925 
position, to the production of about one-fifth of the tax revenue s, 
Given no further ecoomic recession, the corporation taxes may 
prove to be on a more stable revenue-producing basis than the 
1956 succession duties, The other significant tax change was 
the introduction of the income tax in 1936, If the province 
pursues the policy of raising tax rates, and therefore revenues, 
in the recovery years, and if it holds down its capital works 
and reduces its debts in these years, it will be pursuing a 
fiscal policy that has had no counterpart in Canada's public 
finance, But final comment on the precise nature of Ontario's 
fiscal policy would have to be reserved until the nature of the 
policy pursued in any future depression was revealed, 

(4) The revenue position of the province reflects the 
economic maturity of Ontario, Its economic position as the 
tWworkshop"™ of Canada, as an important exporter, as a mining 
area and asa provider of services (tourist and other ), 
indicates a certain balance that is important from the point of 
view of revenues, The number and kind of firms and their 
corporate organization, and the number of households am the 
sort of living standards established by the economic produc tivity 
combine to produce a provincial economy that has considerable 
taxable capacity. The number of firms and their organization 
affects the level of corporation taxes, while the productivity 


of these firms, as reflected in the incom of households, 


affects the levels of succession duties, incame tax, amusement 
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taxes, automobile licence fees and gasoline taxes, etc, These 
sources provide about three-quarters of Ontario's total revenue, 
As a revenue-producer Ontario's economy is important 
also to the Dominion government, which derives a very signifi- 
cant proportion of its total revenues from this mature region, 
This circumstance is of prime importance to the province of 
Ontario as well as to the firms and households located there, 
It is important to the province because the Dominion revenue 
methods affect the province's revenue possibilities. To the 
households and firms in the region the resulting fiscal situation 
is important since two major tax authorities compete for revenues 
in the region, and there can be no presumption that their com- 
bined revenue methods will yield a tax system that is just, or 
least harmful to enterprise. This situation confronting the 
households and firms of Ontario (and to a lesser extent of 
Quebec) is worthy of attention, especially since the expendi tures 
of both the Dominion and provincial governments are likely to 
continue moving upwards, and since any depression tends to add to 
govemmental responsibilities, and presumably Soren ee re- 
venue efforts, <A fall in national income or even a fall in 
the income of any region of Canada adds to Dominion respon- 
sibilities, tends to expand the Dominion's revenue efforts, and 
therefore tends to limit the Province of Ontario's revenue 
possibilities, Andas the Dominion tax system becomes increasingly 
direct and increasingly graduated, the concern of the government 
and taxpayers of Ontario is increased, since these changes tend 
to increase the burden on incames of Ontario households and firms, 


In short, Ontario is greatly concerned in the level of national 
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income, and in the effects of that level on Dominion fiscal 

action, firs amd households of Ontario are perhaps more 

deeply concerned than the provincial government, because the 
division of powers between governments tends to hide the fact 

that the provincial and Dominion governments compete for 

the available revenues, It appears on the surface as if their 
fiscal requirements are determined by economic conditionss 
Depression adds to their responsibilities, raises debts and 
requires new tax efforts: thc boom works in the opposite directions 
end so it appears that the fiscal policy of independent governments, 
acting sepearatcly, is largely determined for them, yet it is 
unquestionable that fiscal policy as a whole affects the level of 
national income, and the trend towards boom or depression. Fiscal 
policy as a whole, especially at the present levels of expenditure 
and taxation, affects the behaviour of households and firms, and 
this behaviour in turn affects the trend of economic progress. As 
a force on the cconomy, fiscal policy is probably of more importance 
than banking or exchange policy. Since a wise co-ordination of 
fiscal policy can aid the forces that make for reduced expenditure 
needs, and increased revenue buoyancies for all governments, and 
Since the future of Ontario is so closely connected with the 

future of the Canadian national income, this question of the co- 
ordination of fiscal policy affects the future of the firms in 
Ontario to an exceptional degree. 

(5) But the extent to which the Dominion or Ontario 
government can pursue any fiscal policy designed to counteract trade 
fluctuations, or to encourage home industry, is determined 
partly by the actions of the other government. If Ontario should 
wish to hold up tax rates in boom periods and reduce capital 
expenditures and debts, as she did in 1936, and if then 
the Dominion also raised its tax rates, this would involve some 
limitation on the expansion of the province's revenues, since 
the Dominion gets so large a share of its revenues from this 


province. Oppositely if the Dominion reduced its taxes in the 
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boom , then it would leave more spending power and more taxable 
capacity to the province. In depression, if the province 
Wished to reduce taxes to try to encourage local industry, the 
beneficial effect of such action would be lost if the Dominion 
government raised its taxes. In such a case the provinee would 
be merely transferring taxable capacity to tho Dominion govem- 
ment. 

The fact that so much of the national income is 
derived from this province, and that so much of the federal 
revenuc has its source there, is sufficient to decide that no 
Cenadian fiscal policy is likely to be successful in smoothing 
out trade fluctuations - unless there is careful integration 
or the expenditures and the..taxes-of the Dominion and the 


Ontario governments. 
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Financial Position of Manitoba 


Up to the end of the 19th century, Manitoba's financial 
history reflected the growth of the provimre, For detailed study, 
this early formative stage could be further subdivided, but for 
general purposes it seems sufficient to indicate the conditions 
that characterized the period up to the end of what was termed 
abroad the Great Depression (1896), 

During this period the features of Manitoba eerie 
finance were absence of any significant debt charge, great 
dependence on the Dominion subsidy for revenues, inability to 
keep expenditures in line with revenues, and a great preponderance 
of costs of government and of public works in the distribution of 
total expenditures, All these indicate the youthful stage, The 
preponderance of government and equipment costs could be compared 
to the education charges of the individual in the same stage 
of growth, and the dependence on the subsidy is comparable to 
the youthful individual's dependence on the family. But Mani- 
toba's formative history was affected by the fact that she did 
not gfow into the responsibility of government, but had that 
responsibility imposed on her in her earliest pioneer stage. 

She had still to acquire institutions, roads and the equipment 
of settlement, and since her revenues were supplied largely 
from the Dominion (e.g. as high as 88% in 1875), and sime she 
lacked territorial revenues, the process of acquiring govern- 
mental equipment was largely a process of readjusting financial 
relations with the Dominion, Thus the frequent changes that 
occurred in the Dominion subsidy to Manitoba, almost from the 
creation of the province up to 1913, were to be expected, That 
the experience had some value to the Dominion may be judged 
from the subsidy arrangements made with the new prairie provinces 
created in 1905. That the responsibility of government, and 
the pains of growth, were creating a positive opinion within 


Manitoba was evident from the provincial government's attitude 
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teward transport. It has been said that the natural resources 
question, opened in the 80's, the complaints about the federal 
tariff, and the grievance siseitneats the Canadian Pacific Railway 
monopoly, were weapons found to fight the subsidy case with 
the Dominion. But the fact that the weapons did exist, and 
were used, indicated that ideas of development, and of the forces 
that hindered development, were being shaped in the province, 
and these turned largely on the transport issue. Dominion 
plans and regulations concerning land holdings were extensive, 
and the plans were altered periodically to suit the censtruetion 
needs of the Canadian Pacifica Railway at this time; but this 
uncertainty was not favourable to settlement in the provihee. 
Where settlement was well advaneed and the fertility of the coun- 
try was reflected in inereaseé wheat--produstion, the lack of 
effective means far marketing the grain proved a deterrent. 
These needs became more apparent after the Canadian Pacifie line 
reached Winnipeg in 1883. The railway monapoly and the needs of 
the economy for branch lines and cheaper rail rates provided a 
target and ammunition for the government that was growing 
into fiseal responsibility. Winnipeg was by then thinking of 
its possible future as the commercial entrepot of the West, and 
for its promotion as a distribution centre transport was a vital 
issue. Accordingly, Manitoba's first bond issue ($787,000) in 
1885, was for a construetion subsidy to the Manitoba and North- 
western Railway. Others faihened for the Brandon and South= 
western, for branch lines, and for a railway to Hudson Bay. The 
municipalities were given permission to give realilway. subsidies, 
exemption from provincial and municipal taxation was ofrensd 
as an inducement to railway opnstructipgn and, most important of 
all, the methods of guaranteeing railway bonds was adopted. In 


1888 the Province gyaranteed bonds of the Nartherm Pagific 
ec re ys fs nents 
(1) Maxwell, J. A.’ Federal Subsidies to the Provineial 
Governments, p. 81. 
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and Manitoba Railway, and in 1889 and 1892 bona guarantees were 
offered to the Hudson Bay and to the Lake Manitoba Railways, The 
presence of MacKenzie and Mann aided the province in pushing 

this railway policy still further, and in 1901 guarantees were 
given to the new Canadian Northern Railway to complete a line 
from Winnipeg to Port Arthur. 

The adoption of the railway policy is some indication 
of the growth of responsibility towards the end of the century. 

The change in the ordinary budget also reflected the end of the 
formative stage in the province's financial history. On current 
account, new expenditures on education, public domain, and welfare, 
began to compete with the costs of government and public works for 
the available revenues. On the revenue side, corporation taxes and 
later succession duties and railway taxes were imposed, the 

revenue from fees was inereased, and so also were the returns re-~ 
ceived from interest. By 1900 just less than 50% of the revenues 
came from the Dominion subsidy, and the remainder was secured by 
the province's own revenue efforts. Revenues were not buoyant 

in the last decade of the 19th Century, and the general depression 
in agriculture was an important contributor to the province's efforts 
to broaden its revenue base. During the depression the debt 
charges and public welfare tended to absorb an increasing share 

of the available revenue, but total expenditures were kept in 
check, and they were smaller per head in 1901 than in 1891. 

The rise in world prices after 1896 and low freight 
charges increased the profitability of grain production. Railway 
expansion, and readily available supplies of capital provided the 
means for fuller specialization in wheat. The rise in prices con- 
tinued through the pre-war and war years. The expansion of wheat 
acreage and elevator capacity turned sharply upwards in 196r, end in 
1902 Manitoba’s revenues refleeted the sudden change in wheat 
income after the 1900 drought. Half the prairie population was 
then in Manitoba, and she had already 1500 miles of railway, so that 


the returns that were apparent from her pioneering soon encouraged 
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the westward expansion of settlement, railways, and new wheat 
acreage, After this, Manitoba's rate of growth was slower 
than that of the other two provinces, but the boom period up to 
1912 consolidated Winnipeg's position as the commercial and 
manufacturing centre of the new prairie region, and the fact 
that Manitoba had inaugurated her railway policy early, and had 
some governmental experience, permitted her to adjust her 
economy to expansion with less difficulty. Expansion of 
revenue and consistent surpluses on ordinary account from 1901 
to 1912, were evidence of stability. 

Significant borrowing on direct bonds did not begin in 
Manitoba until after the creation of the two other prairie 
provinces, but once started it reached comparatively high peaks 
in 1907, 1910, 1915 and 1920, The 1907 peak was due almost 
entirely to the initiation of government telephones: the 1910 
peak was associated with grain elevator purchases and construc- 
tion of judiciary building: the 1915 one with the building of 
the agricultural college, insane hospitals, and the new 
Parliamentary Buildings: and the 1920 one with new government 
enterprises connected with agriculture, the power commission, and 
certain patriotic expenditures, including relief of taxation 
to soldiers, As a result, between 1907 and 1921 the gross 
debt of Manitoba grew more than in Baace ehEWae and about as muchas 
in Alberta and British Columbia, | 

The telephone policy began with a bond issue of 
$1 million in 1907, followed by another of $3.4 million to buy 
out the Bell system. There were then about 15,000 subscribers 
in the province, Administration was entrusted to a Commission, 
and for the next four years capitalization increased, although 
the Commission found it difficult to expand quickly eriotet to 
keep up with the demand, The state of the telephone accounts 
during this period did little to reveal the financial condition 
of the enterprise, and the telephone commission felt that some 


rate adjustment was necessary in 1911 to add to revenues, The 
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suggested change was unpopular and investigation by a royal 
commission suggested the need for removing the telephone system 
from political interference, No important changes were made, 
although sane flat increases in rates were sanctioned by the new 
rate controlling body, the Public Utilities Commission, but these 
changes were not sufficient to meet the revenue needs of the 
Pec During the war period, the system was handled with 
more attention to economy, and in 1918 comprehensive depreciation 
tables were constructed, Wages and other costs climbed high at 
the end of the War but no changes were made in rates and from 
1919 to 1921 considerable financial losses were incurred, In 
1921 rate increases were allowed, the greatest being on the 
rural lines, 

By 1920, the system had 69,000 subscribers as against 
15,000 in 1907, This may indicate that government ownership 
did spread the system quickly, but considering that in this 
period the economy rapidly expanded and that there was a fairly 
well established private tele phone system in Manitoba in 1907, it 
is impossible to know whether government ownership did in fact 
speed up the system more than private enterprise cold or would 
have done, The question is whether private enterprise could 
have been efficient and could have provided service at lower 
rates than the government did, when the government took over 
ownership. Manitoba had the foundations of a system better 
laid than Alberta and a more favourable ratio of urban to rural 
service = extensive rural systems being costly, These two 
conditims rendered somewhat easier the economic expansion of 
Manitoba's service, The tendency to over-expand the rural part 
of the systems was sooner checked in Manitoba, and the existence 


of a metropolitan area and metropolitan opinion may not be 
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(1) By 1943, the province had invested over $11 million in 
telephones, 
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unvonnected with Manitoba's ecarlicr attcntions to more economic 
managcment and morc care over depreciation. Neverthcless, the 
influence of telephone policy on thc growth of Manitobats debt 
was important from 1907 to 1913, and at the latter date the govern- 
ment investment in tclephones accounted for about half of the gross 
dcbt, 

The other factors contributing to the pre-war debt 
growth seem to have been directly associated with the frontier 
expansion, The birth of the Grain Growers! Grain Company in 
1906 was associated with the apparent insignificance of the 
individual producer in the new economy, and was directed at coe 
operative efforts that would strengthen the farmer in his 
marketing. The Association urged among other things, the con- 
struction of a Hudson Bay railway, and government ownership of 
terminal and internal elevators, and in 1910 the latter question 
became a political issue in Manitoba. Without making investi-~- 
gations, such as were undertaken by Saskatchewan, the Manitoba 
government adapted the proposal and started off with a purchase 
of 75 elevators. When the scheme came into opcration after 
the election, difficulties arose, The growers desired a reduction 
in the elevator commission from 1 cent to one-half ecnt, and at the 
same time demands for new government clevators were stronge 
These were more expensive than telephones, from the government's 
point of view, and they were not yielding adequate revenue. By 
1912, it was decided that the policy was a mistake and 172 clevators 
were leased to the Grain Growers’ Company at 6% on the government's 
investmont, The experiment, though not pushed very far, convinced 
opinion that co-operation rather than govornment ownership was 
the right means of overcoming the isolation of the producer from 
markets, The capital advanced to elevators was given as 
$1 million in the 1913 balanec shect, but since the revenues 
and expenditures of the clevators have beon incorporated in the 
main ee iaaet accounts, it is not easy to discover their later 
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as $705,000, in the balance sheets from 1927 onwards, 

The other works that added to the 1910 peak in 
borrowing were judicial buildings, Thereafter expenditure on 
the drainage districts and new public buildings became the most 
Significant, especially the latter, The se were projected when 
the pre-war economic expansion was nearing its maximum, and 
when Winnipeg was rapidly becoming the metropolitan area for the 
new prairie economy, Some of the public works were large, es- 
pecially the Parliamentary buildings, but the new mental in- 
stitutions, law courts and agricultural college buildings were 
also conceived on the grand expectations of the boom period, 

Thus while the 1915 gross debt figures showed a total 
for Manitoba that was below Alberta's, and about 15% higher than 
Saskatchewan's, the conditions that were increasing the rate 
of Manitoba's debt as compared with Saskatchewan's were already 
in existence, And the recession of trade before the outbreak of 
War, the slowing of immigration, and the approach of the com- 
pletion of the railway boom were not likely to be factors that 
would check the expansion of govemmental activities, Indeed the 
apparent thwarting of pre-war expactations was more likely to 
increase the demand for pA etree Mcrae ely The exigencies 
of the War itself furthered this movement, especially in the 
relations of government with agriculture, The pre-war adminis- 
tration had directed its attentions to. the provision of general 
equipment (buildings, encouragement of railways, ete,), Its 
attempts to assist agriculture had proved less satisfactory, 

In the early war period, when the equipment boom had fulfilled 
its purposes, and agriculture was encountering dif ficulties, 
the shift of government attention to agriculture's needs was to 
be expected, 

The most important government assistance to agricultures 
from the point of view of debt growth, was the establishment of the 
Farm Loans Association in 1917, aimed at the provision of loans 


at reduced interest rates, It obtained capital by issuing bonds 
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carrying the gucarantce of the provinee and the plicdge of farm 
mortgsge as security. Up to 1921, the intorest to the mortgagor 
was 6% per annum, combined with a subscription to tho capital 

stock of the Association, to the extent of 5% of tho loan. In 

1921 the letter requirement was withdrawn, and interest charges 
raised to 7%, until in 1925 the Association began financing through 
the treasury of the province and managed to lower rates on now 
borrowing to 63%. 

This governmental assistance in the form of farm loans 
wes superimposed on a government building programme that was to 
continue large until 1920. In 1918 a good roads policy was added, 
then in 1919 a housing policy, and in 1920 a power policy. Asa 
result, the investments of the Province of Manitoba in equipment 
(housing, buildings, roads, telephone expansion, power commission), 
as well as the agricultural aids, added together significantly in 
the 1918-20 period, the latter ycar representing a peak in the 
province's issuing of bonds. 

The effcct of all these government policies was to make 
the rate of debt increese between 1913 and 1921 particularly high 
in Manitoba as compared with other provinces, the stcep upthrust 
occurring just at the end of the War when all the policies (publie 
works, telephones, power, roads, housing, agriculture) required 
funds, and the gencrel post-war boom was pushing up prices. The 
Manitoba government's investment in this period probably peuaieratee 
the local boom, When the general boom broke in 1921, the govern- 
ment's building policy probably helped to account for the maine 
tenance of the local construction industry in 1921, but with the 
decline in government building in the following year, the con- 
struction industry contracted and failed to recover its 1921 level 
until 1926. The powcr industry expanded slowly throughout the 
period. 

The effects of the various policies, and their 


quantitative significance are evident fromthe balance sheet. 
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Between 1913 and 1921, the assets expanded as follows:- 


$ million 
LOLS 1921 Increase Decrease 
Active Assets ane 10,4 a. 
Utilities (a) oho see I 20 a2 L659 
Public Works 9.8 rk ae 18,3 
Advances 3.4 DRS 14,1 
Current Deficit - aes Gs 
50,4 76.4 26.0 
Less Sinking Fund 
Reserve 4 Lae 
Capital Surplus 4,4 Ai? 
Deferred Revenue = 4,8 Ae) 4,2 = 6 
Outstanding Debt 45.6 (een 26 46 


(a) Includes $24 million Canadian Northern Railway guarantees. latex” assum- 
ed by theCanadian National Railways, 


The $27 million increase in debt was due largely 
to the public works and the advances, the utilities and the 
active assets together having added less than the public 
works. In the public works expenditures, highways were com- 
paratively unimportant, the main outlay having been on public 
buildings, The most significant single expenditure under this 

_head was the new parliamentary building, although as already 

shown, expenditures on the agricultural college and the mental 
hospitals at Selkirk and Brandon, when combined, fonmed a part 
of the total increase in public works, 

As the above table shows, the second important con- 
tributor to the debt increase was the $14 million increase 
in advances. In this disbursement, the Farm Loan Associ ation 
had received the largest share($5,6 million by 1921), the 
housing scheme was next at $3,4 million, then the rural credit 
societies ($2.6 million), soldiers tax relief and patriotic 
purposes ($1.3 million), and the remainder on miscellaneous 
advances, including the investigation of public buildings, seed 
grain and fodder loans, drainage, ete. 

An additional investment of $6 million went into tele- 
phones, and $1.8 million into the recently established power 
commission in the 1913-21 period, This equalled nearly half the 


expenditure on public works, The decrease in the total investrent in 
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utilities was due to the assumption of $24 million Canadian Northern 
Railways bonds by the newly formed Canadian National Railways, 

As a result of this large debt increase the net debt 
charges, which had amounted to $604,000 in 1913, had in- 
creased to over $1,217,000 in 1921, and at the latter date net 
debt absorbed 15% of the total expenditures, The other 
important increases in current expenditures were in public 
welfare and in education, Welfare rose from $406,000 to 
$1,9 million, partly as a result of the Mothers! Allowance 
Act in 1915, and partly as a result of the levels of cost of 
maintenance and operation in the new hospitals, Other welfare 
activities (e.g. public health, and labour) took insignific ant 
sums, In education, the increase was comparable to that on 
welfare, the expenditure having risen from $737,000 to $2 million, 
In 1921 it absorbed 25% of the total expenditure, and most of 
the increase went to schocl grants, with colleges and universities 
taking the remainder, These three items, net debt charges, educa- 
tion and welfare, absorbed 62% of the expenditure, Government, 
legislation and justice absorbed 25% SO that amounts spent on other 
services - highways, agriculture, domain - were very small, The 
expenditure system was already dominated by expenditures that were 
difficult to contract, if depression made that policy appear de- 
sirable, 

During this period of rising expenditures, the revenue 
basis had been gradually broadened, In 1913 revenues were largely 
dependent on the Dominion subsidy, licences, and the public 
domain, In that year, however, corporation taxes were in- 
creased, and in 1915 automobile licences were doubled, Thereupon 
followed further attempts to widen the tax base by the addition 
of amusement taxes in 1915, In 1916 the Municipal Commissioner was 
authorized to make a levy for mothers! allowances, In the following 
years furthér levies were made, notably the supplementary Revenue 
levy in 1918, which was increased in 1919 and 1920, and which was 
levied on all municipalities and on property in school districts, 
In 1918 a tax was imposed on unoccupied land, As a result of this 
broadening of the tax basis, in 1921 the Dominion subsidy formed 


only 20% of the total revenues, and was less important than the 
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taxes on real property (i.e, supplementary revenue tax, and un- 
occupied land tax) as a producer of revenue; The corporation 
taxes were now yielding a larger part of the revenue, especially 
the railway and insurance companies, The motor vehicle licences 
were becoming productive, and the government capital expenditures 
were yielding new levels of interest. The following table shows 


the increases in revenues between 1913 and 1921:- 


REVENUE 
~~ $000 ~ 
1913 1921 Increase Decrease 
Taxes 645 3,751 3,106 
Licences 596 sesgakat 580 
Sub sidy 1,451 1,471. 20 
Domain 427 256 ba ih 
Liquor 162 80 _ Oe 
Others 813 644 169 
Total Revenue 4,094 IPR ES: 3, 284 


The revenue changes revealed the extent to which the 
tax basis had been broadened, as a result of the new scale of 
government activities during the War andpost-war years, Un 
1921, the debt charges, less interest received, still formed 
only 15% of Manitoba's expenditures, while the Pigure cOs OL! 
provinces was 16%, 

In the depression of 1921 however, tax returns fell, 
especially the corporation taxes, amusement taxes and succession 
duties, This contraction continued through 1922, At the same 
time the government encountered deficits on same of its enter- 
prises, as well as a certain fixity in ordinary expenditures 
that rendered their reduction difficult, The necessity for 
having a proper sinking fund provision for debt redemption 
became obvious, | 

During the depression, certain readjustments were made 
in the subsidiary enterprises of the government, am in the 
tax system, The telephone system was placed on a fairly sound 


footing, the power commission was reorganized, ani a certain 
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amount of liquidation occurred in the Fam Loans Association, 
the Rural Credit Schemes, and the government elevators, 

The telephone system entered the post-war period with 
considerable need for rate increases, which rates, despite the 
post-war rise in costs, had remained unchanged from 1912, The 
rates were raised by an average of 28% in L921, the rural in- 
crease being above this, The ensuing depression in agriculture 
contracted the rural demand for telephones by 25%, and at the 
same time the provincial exchanges, i.e, the urban communities out- 
side Winnipeg, also revealed a decline in demand, Fortunately, 
however, the Winnipeg exchange kept up, and the telephone system 
devoted most of its new capital expenditure to the modernizing 
of this urban plant fron 1922 to 1928, (During this period, the 
automatic service was installed, and by 1928 two new exchanges 
were required in Winnipeg, The City's demand for telephones re- 
flected its strong economic position in the good “wheat” years from 
1925 to 1928). At the same time, any tendency to over-expansion 
of the rural system was checked, and as a result deficits disap- 
peared, In the boom years from 1925 on to 1929, the deficits gave 
way to surpluses even after a proper allowance for maintenance and 
replacement of plant, The government be eae investment had 
been $17 aa won in 1921, but by 1929 the figure had reached 
almost $22 million, 

The Power Commission which had been conceived in the 
post-war boom days -- a period that was often regarded as the 
natural continuance of the boom that had been shortened by the 
outbreak of War -- had been projected on optimistic expectations 
of future development, and therefore of demand for power, The 
post-war Jeppedalon confounded these expectations, and the 
Sullivan Commission, appointed in 1923 to study the difficulties 
that were being encountered by the provincial power company, 
found that the enterprise had been commenced before the population, 
or the demand for energy, was sufficient to justify the ex- 


penditure -- a circumstance that had been true of many of the 
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prairie government enterprises in the early 20th Century, but in 
many cases the rate of economic expansion had "taken up the 
Slack" and had reduced excess capacity. The post-war depression, 
however, had thwarted the expectations as to power demand in 
Manitoba, and in 1923, even if the contracts had been doubled, 
there would still have been a deficit. The fact that the 
system had been built in a period of high prices added to the 
cost difficulty. Following the Sullivan recommendations, the 
government in 1925 reduced the capitalization of the rower 
Commission, the province assuming the difference between the 
old and new appraisals in its own debt, transferring part of 
the advances to a suspense account, on which part no interest 
was charged to the Commission, and reducing the rate of 
interest charged to the Commission from 6% to 5%. The 1925 
Act also established a sinking fund and reserves for the 
Commission. In 1921 the capital advances to the Power Com-= . 
mission had been $1.8 million. In 1925 they were $2 million, 
and $0.6 million had been transferred to capital losses. 

The Farm Loans Association had made considerable loans 
in the prosperous agricultural boom from 1917-20, and these 
had been used either to pay off prior mortgages held by 
private mortgage companies, or for agricultural expansion. In 
1921 further loans were sought, and in view of the agricultural 
depression, it is probable that these were intended more to 
maintain the position of the borrowers than to expand their 
undertakings. By 1923, over $8 million had been advanced, but 
thereafter loans were smaller .up to 1930, when new loans 
were stopped. The advent of the 1921 depression had revealed 
certain inherent weaknesses in the schemes. It revealed the 
fact that, with the wide fluctuations in agricultural income, 
mortgagors were liable to fall sharply into arrears when 
depression hit them, and the more severe the depression the 
greater the likelihood of arreats. In such a case the association 


had either to foreclose, or capitalize the arrears and give new 
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mortgages on the basis of the principal and the arrears, In 
principle, therefore, the Association showed some tendency 
towards (a) relieving private mortgage companies of risk, 
especially bad “risks", who consolidated their debts in a loan from 
the Association (b) feeling the necessity of maintaining its 
borrowers in event of stress, To some extent, the latter Bae 
dition arose from the technique of repayment, which required 
borrowers to repay the principal and interest of their loans 
in 30 equal instalments, This period was long, and was more 
suited to a borrower who was assured of a steady income than to 
agriculturalists who faced the vagaries of crop and market 
changes, In these conditions also, it appears as if the interest 
rate charged to borrowers was insufficient to leave the 
Association a wide enough margin for risk, while at the same 
time, it was sufficiently attractive to encourage a fair demand 
for loans, By 1925, the advances to the Farm Loans Association 
reached 9,5 million, and in 1929 when the federal farm loan 
scheme began operations in Manitoba - after which the provincial 
Association ceased to issue new loans - the province had advanced 
$10.2 million to its own Association, | 

During the post-war depression therefore considerable 
headway was made in writing-off the losses involved by the War and 
post-war investmmts. But the outstanding debt continued to. 
grow, rising from $72 million in 1921 to $88 million in 1925, 
As mentioned above, the Farm Loans Association advances had 
eer ea from $5.6 million to $9,5 million in this period: that 
represented the largest single item. The investment in tele- 
phones, buildings, and highways added approximately 62 million 
to each of these services, Although this involved an increase 
in net debt charges from $1,2 million to $2,3 million, 
current expenditures were kept in check and their level in 1925 
was only a little above that of 1921, At the same time, the : 
province made marked chares in its revenue system in this re- 


adjustment period, and revenues, which had failed to cover 
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expenditures in 1921, rose from $7,4 million to $9,6 million by 
1925 and since expenditures had varied little, the $888,000 current 
deficit of 1921 had become a $509,000 surplus by 1925, The 
most significant changes in the revenue system were the 
imposition of the gasoline tax and the incame tax in 1923, In 
1921 and 1923 the automobile licences were increased, and in 
1924 additions were made to the corporation taxes and to 
succession duties, A “betting” (or pari-mutuel) tax was 
imposed, and a grain futures tax, which was later declared 
ultra vires, With these changes, and with the improvement in 
trade after 1924, revenues begam to rise steadily, The 


revenues in 1925 were as follows: 


MANITOBA _ ALL PROVINCES 
Revenues % of Total % of Total 
$000 
Subsidy 1,502 16 LO 
Taxes 4,827 50 39 
Licences 1,246 13 18 
Liquor 1,515 14 13 
Others 706 7 20 
Total 9,596 100 100 


Manitoba was receiving a larger proportion of its 
revenues from taxes and interest than the provinces as a whole, 
In 1926 Manitoba's revenues continued to rise more 
than the 6@xpenditures, anda larger surplus emerged, About 
this time, there was evidence of a transition from public 
Teconomy" to public spending, not on the scale of the post- 
war boom years, but nevertheless, in contrast to the policy 
in the post-war depression years, The transition showed itself 
in three ways, in the rise of current expenditures, in 
rise of capital expendityres, and in the reduction of tax 
rates, The boom was not sufficiently great to hold up revenues 


in face of the tax reductions, and deficits resulted, as 
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follows:- 
$000 
19260 1.987 1928 
Revenues 10,290 9,401 10,255 
Expenditures 8 987 9,420 10,187 
Surplus (+) -or 
Deficit (-) + 1,503 ee + 68 
Capital Expenditures 1.257 1 1235 3,033 
Over-all Surplus (+) 
or Deficit (-) + 4.6 -1,142 ~ 2,965 


The fall in revenues in 1927 resulted from the fall 
in tax returns, which in turn resulted from the 20% reduction: 
in incoms tax, and the reduction from 2 mills to 14 in the 
supplementary revenue (land) tax, In addition it had been 
decided that future surpluses should be used to reduce the 
land tax, and in small part, the income tax, Asa result, 
tax revenues declined from $5,4 million in 1926 to $4,4 million 
in 1927, and the current surplus of 1926 had been transformed 
into a deficit. The province then cancelled the 1922 rebate to the 
municipalities of 50% of the liquor profits, In conse quenc e 
liquor profits rose from $1,3 million in 1927 to $2.0 million in 
1928, and revenues as a whole rose by about the same amount, 
and a small current surplus appeared in the boom year of 1928 
‘{i.e. fiscal year ending April 1929), The decline in the 
importance of the land taxes was then becoming marked, At the 
end of the War, these taxes (the supplementary revenue and the 
unoccupied land) had formed about 20% of total revenues: by 1928 
they formed about 3%, There had been strong rural opposition 
to these taxes, and in 1929 the province abolished the 
supplementary revenue tax, and the revenue system was depending 
more and more on non-land revenues, Later other minor land 
taxes were abolished -- the Health Levy, Child Welfare and 
Soldiers' Taxation Relief Levy, These changes benefited real 
estate, but even more so, they reduced the specific provincial 


taxes paid by the famer. The province had only about one-third 
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of its population in agriculture (as compared with two-thirds 
in Saskatchewan), and it was building a revenue system that was 
appropriate to an urbanized province, But the urbanization in 
Manitoba was due, not to a diversification of industry, but to the 
fact that Winnipeg was the entrepot of the prairies, As such 
its income depended primarily on the agricultural income of the 
prairies as a whole, And it was only in conditions of boom in 
the prairies as a whole, that Manitoba could afford to make tax 
concessions to its ow agriculturalists, or to give them special 
services at low cost (e.g, telephones, power), if the province 
wished to pursue an orthodox financial policy. In the event 

of depression in the prairies as a whole, the urban income in 
Manitoba was liable to severe contraction, and the commercial 
“overhead” of the prairie region, which was centred in 
Winnipeg, was liable to become a burden on the province, the 
costs of the overhead translating themselves into relief costs 
that would have to be borne by the province (including the 
municipality), In short, in depression, Winnipeg had to bear 
some of the impact of the decline in agricultural income in the 
prairies as a whole, and not merely the decline of Manitoba's 
agricultural income, and this in turn affected the expenditure 
requirements end revenue possibilities of the provincial govern- 
ment and the City. So long as the boom progressed, however, 
dependence on the extended hinterland was an advantage, 

In the boom period also there was some rise in 
ordinary expenditures, particularly after 1928, The main 
increases were in welfare and highway expenditures, with smaller 
ones in debt charges and in education, In 1928, public 
welfare charges began to increase, mainly through introduc tion 
of old age pensions, and partly by expansion of public health 
services: in 1929 this upward movement continued, and welfare_ 
which had accounted for only 21% of total expenditure in 1925, 
amounted to 30% by 1929. The other expenditure that turned 


sharply upwards at this time was that on highways, the new 
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direction of expenditure being on main highways, The other 
expenditures were kept in check, the two above items accounting 
for over two-thirds of the expenditure growth in 1928 and 1929, 

| The increase in debt charges followed on the expansion 
of capital works that the boom seemed to encourage. These 
began with an expansion of highway services in 1927, and from 
1928 to 192% these averaged about $2.8 million annually. The 
continuance of the boom, however, led to other minor capital 
expenditures on public works, in 1928 to new investments in the 
telephones, and in 1929 and 1930 further investment in the 
Power Commission. For all its purposes, the province had 
required $10,1 million in 1926, but by 1929 its rise in current 
and capital expenditures had raised its total requirements to 
$16.2 million, and since its revenues had not risen to the 
same extent, the increase in outstanding debt was almost $5 million 
in each of the years 1928 and 1929, By 1929 the outstanding 
debt was $101.1 million, and Manitoba's annual debt charge 
(less interest Desde ea began to take a higher proportion of 
its total expenditures than in the provinces as a whole (18% as 
against the general average of 17% in 1929). 

While agricultural income fell in 1929, it was not 
until the following year that other parts of the Manitoba 
economy began to feel the effects of the decline in commerce 
and manufactures that were consequent on the prairie depression, 
The extent to which Winnipeg depmded on the prosperity of the 
whole prairie region became clearer as the depression progressed 
and the only provincial industry that withstood the dislocation 
was the small mining industry, 

Such conditions were likely to contract revenues al- 
most irrespective of the kind of taxes utilized, At the same 
time, the land taxes were in process of withdrawal, as already 
indicated, and this contracted provincial revenues further, 
although it yielded some relief to farmers, leaving them wi th 


only a few taxes on spending (e.g, gasoline), and the few 
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remaining levies for old age pensions and sanatoria, In 
addition, some indirect subsidies were given to the people of 
the rural areas in both telephone and power services, the rates 
on these being below cost, 

The government was faced, therefore, with contracting 
revenues, almost stable ordinary expenditures, and considerable 
capital commitments which the depression was rendering onerous, 
In such conditions adjustment of the financial position was 
rendered particularly difficult, 

The income tax was widened to include corporations in 
1930, imposing a 2% tax on income of corporations exceeding 
$1,000: in 1932 the rate was raised to 5% and the exemption 
removed, In 1931 the personal incom tax was raised, and in 
1932 the exemptions were lowered and surtax added, The gasoline 
tax was raised from 3 to 5 cents in 1930, and to 7 cents in 
1932, In 1932 corporation taxes were increased, There was 
therefore, little delay in trying to catch more ee but 
most of the changes were more fitting to a highly industrialized 
economy: the rural areas were not directly affected by the in- 
creased rates, although of course they were greatly affected by 
reduced income, Despite the changes, revenues could not be 
maintained, and they fell considerably from 1929 to 1931, and 
remained on that level until 1933, 

On its ordinary expenditures the province showed the 
same rush for cover quite early in the depression,cuts in 
Some services being made in 198H, 1932 and 1935, By the latter 
year, current expenditures outside debt and relief charges, had 


been cut by 25% below their 1930 peak, The position was as follows:- 


$ million 
O30. 1951. 2062 1L933-- 
Total expenditures eo Lege Lye 14,6 
Debt charges 1, 8 348 BO 4.4 
Direct Relief and Provincial 
Share of Municipal Works os eal: 250 eo. 
All other Services LO. aes 8,4 at 


Among the other services, between 1930 and 1933, the 
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biggest cuts were in highways, ($733,000), welfare, excluding 
relief, ($874,000), all government ($568,000), and education 
($503,000), 

In 1929 public welfare, excluding relief, and education 
had together accounted for 48% of the total expenditures but by 1933 
they had been cut by almost 21%, and absorbed only 30% of the total 
expenditure, there having been a paring down of expenditures on 
health, tuberculosis institutions, hospitals and pensions, and in 
education a large reduction in grants to schools, Highways, how- 
ever, showed the biggest reduction, being cut by 44%, Apart from 
relief and debt the only service that showed even a slight increase 
between 1950 and 1933 was the public domain, some increase follow- 
ing the grant of natural resources in 1930, 

The significant increase in debt charges followed 
on the ffnancing of the early incidents of the depression, As 
we have seen, the province entered the depression carrying new 
commitments, and expanding capital works (roads, telephones, 
and power). In the early depression years, the position was 
as follows:- 


Millions of Dollars 


1930 1931 1932 
Highways 2:6 1.6 Hal 
Relief Works vei) so 4 
Other Public Works Pao) ms) eon 
Co-operative Wheat 

Products - Lyo . 

Other advances net Pes A 22 
Total Capital Expenditures 4.0 4,7 PO 


In 1930 the public works expenditure was directed 
mainly at highways, alta small amounts on public buildings and 
on the university. In that year the deficit on ordinary account 
was $1,2 million, the capital expendit ures (as shown above) $4,0 
million so that the over-all deficit was $5.2 million, In 
addition to the a ee this deficit, funds were required 
also to continue the Hydro developme nt that had been begun in 
the boom, and $1.8 million went also to the Power Commission, 


The telephone expansion required $0.8 million to complete it, 
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In that year however, the province received the settlement on 

the transfer of the natural resources from the Dominion, an 

amount of $4,6 million, Nevertheless in 1930 the outstanding 

debt rose by $6.5 million, In 1931 the financial position was 
affected by the deepening of the depression, The current 

deficit rose to $4.8 million, current expenditure being pushed 

up by direct relief (capitalized) by relief works of municipal 
authorities (provincial contribution), and by losses on ex- 

change, These combined with the rise in the net debt charge 

raised the current expenditure from $12.5 million to 314.4 

million in 1931, and since revenues fell by $1.6 million, the 
current deficit was high, Public works were down slightly from — 
the previous year, but the over-all deficit rose to $9.4 million, 

In that year also the Provincial Savings Office was wound up, 

the Power Commission required another $1 million investment and 
advances were made to Manitoba Pool Elevators, Accordingly the funds 
required exceeded those of the previous year, and $8,4 million were 
added to debt. The province also had to implement its guarantees on 
the Farm Loans Association and the Co-operative Wheat Producers, In 
1932, however, the province cut its capital expenditures and again ' 
in 1933, since when capital expenditures may be said to have ceased, 
By 1933 the cuts in ordinary expendi ture were becoming effective, 
the losses on exchange were smaller, and new tax adjustments raised 
revenues so that the current deficit was cut from $4.9 Hid ition to 
$2.5 million between 1932 and 1933, The tax adjustments were far- 
reaching, They were raised in 1933 by the addition of a 

special incom tax of 2% on all income of single persons receiving 
$480 or more (or married $960), This tax became straightway one 

of the most important revenue producers at the province's command, 
approximately equal to the corporation taxes, and just below the 
most important tax - the gasoline tax, the latter yielding about 


14% of total revenue in 1936, and the corporation and wages taxes 
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each about 13%. Special income tax along with the former income 
tax totalled about 20% of revenues in 1936 whereas before the 
depression such direct taxes were comparatively Aiport, 
(and the special income tax non-existent), This is some indi- 
cation of the increasing directness of the revenue system, and 
a measure of the attempt to tap whatever incomes were produced, 
The taxes on spending (e.g. liquor) fell greatly in the de- 
pression and have been slow to recover, indicating the shift in con- 
sumption under the reduced income-levels, The amusement taxes 
Showed the same characteristic, although they never were highly 
Significant. The net result was that while total revenues in . 
1955 were slightly greater than those of 1929, the liquor profits, 
land taxes, motor vehicle duties and succession duties had been 
the main producers in 1929, but the main 1933 sources were income 
taxes, corporation and gasoline taxes, 

The history of the years following 1933 was the result 
of a continuation of the fiscal policy adopted in the depression 
years, Current expenditures were held dow, tax rates were 
kept high and capital expenditures were practically eliminated, 
Nevertheless the over-all deficit averaged about $2 million per year, 
and outstanding debt rose from 119 million in 1933 to $125 million 
on 1086), 

The extent to which expenditures were affected by the 


retrenchment is indicated by the following table:- 


$000 


1930 1936 Increase Decrease 
Net Debt Charges iiee 0,990 2,114 
Relief 498 3,433 2,959 
Public Domain 452 742 290 
Legislation LA? 271 84 
Highways 1,416 704 7 As 
Education 2,199 1,552 647 
Welfare 3,494 3,054 440 
Justice 890 666 224 
Government LPR GN 998 165 
Agriculture rad Ja 162 109 
Others LO9 ip 38 


Total Expenditure 12,461 15,549 3,088 
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The table emphasises the extent to which expenditures, 
other than relief and net debt charges, were in 1936 still below 
the 1930 level. They had been cut by 25% from 1930 to 1933, but 
in 1936 they were still 19% below the 1930 level, Since 1933 the 
only service that has shown any substantial recovery has been ae 
fare (old age pensions and medical services), 

In the revenue system, the outstanding change was. the 
shift of the emphasis on taxation, By 1936 licences had just 
recovered to the 1930 level, liquor control was still below 
the previous level, there had been slight increases in the subsidy 
and in the domain revenue, but taxes had risen from $5.2 million to 
$7.9 million, from bekmg 46% of the revenue to almost 56%, 

Despite the tax efforts, the reduction of normal 
expenditures and the cutting of capital expenditures, the 
province was unable to prevent tho steady increase in outstanding 
debt, even after 1933, The evidences of economic recovery have not 
been striking, the relief costs have kept fairly stable, and the 
increases in the liquor and licence revenue indicate only the slow 
recovery of spending-power in the province, 

Between 1950 and 1956 inclusive the Province had 
expended $15.5 million on direct relief, By 1936 the balance sheet 
showed $3,1 million as a provincial contribution to the relief works 
of municipalities, relief advances of $3.9 million to the City of 
Winnipeg, $3,0 million for relief work on provincial highways, 
buildings, etc, and $1.2 million advanced to other relief accounts: 
in all approximately $27 million have been spent for relief purposes 
by the provincial government. This represents only part of the de- 
pression expenditures: ee ecu crs on the Farm Loans 
Association, the Co-operative Wheat Producers Ltd, and the 
exchange losses also represent depression costs, The extent 
of the deficit financing is indicated in the growth of the 


province's liabilities to the Dominion, the treasury bills held 
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by the Dominion having incrcased by over $20 million since 
1950, The treasury bills held by banks also increased, but 
of the $12.8 million outstanding in 1936, an amount of S741 
million was held by the Bank of Commerce following its 
assumption of the liabilities of the Savings Office in 1932, 
and this was guaranteed by the Dominion government. 

Summary 

(1) The inecrense in debt in Manitoba in the 1929-36 
period was below that in any other province (Prinee Edward 
Islend excepted). This increase was due mainly to reliof, 

and occurred in spite of a severe cutting of ordinary 
expenditures, and im spite of the existence of a tax system 
that was comparatively heavy, as compared with other provinces. 
In addition, the reccipt of the Dominion grant coneerning the 
transfer of natural resources has to be considered as a source 
of revenue that helped to hold down the debt increase during 
the depression ycars, 

(2) All services (except relief and debt) were in 1936 
still below their 1930 level, and capital expenditures were still 
negligible. The replacement of provincial equipment cannot 

be unduly deferred. 

(3) The tax level was lowered slightly in 1936. To some 
extent this reduction has to be construed in the light of 

the changed financial position of the City of Winnipeg under 
the constant impact of depression, The hetropolitan area 
entered the depression with its own finances in a not unsatis- 
factory condition, but the fairly constant relief expenditure, 
and the growth of taxation as a whole (provincial and Dominion) 
have tended to involve fairly full utilization of its taxable 
capacity. An increase in the taxable capacity of the City 
depends primarily on the economic future of the prairie 


region as a whole, but in view of the changed debt position of 
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the municipality and of the province, it cannot be 

assumed that a small recovery would greatly enhance 

‘the taxable capacity. The new level of debts and the 

need for replacement expenditures not merely in physical 
but in human resources (welfare and education), are likely 
to absorb whatever revenues would be available after a 
slight recovery in regional income, and a reduction in 


relief costs, 
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Financial Position of Saskatchewan 


In Saskatchewan, the main feature of the financial 
ata has been the trebling of the outstanding debt since 
1928, In the post-war period, from 1921 to 1928, the province 
had apparently reached a condition of some equilibrium after 
its initial formative stage, and the debt was relatively low 
and stable. The events of the years following 1928 went far 
to alter that position. Accordingly, in Saskatchewan there 
are two stages of importance in the financial growth, the 
first in the formative period of provincial policy, (up to 
1921), and the second, and more important, in the drought- 
depression period after 1928. 

The early financial history of the province revealed 
the influence of factors that were affecting the whole prairte 
region, but it showed also that the methods of meeting needs 
in Saskatchewan were in some instances distinctive, and quite 
different from those adopted in the neighbouring provinces. 

The frequent reference of debatable matters to the investigations 
of royal commissions, before the formulation of practical 
policies, was in contrast to the usual methods adopted in Alberta, 
The period up to 1908 especially, was one of such intellectual 
gestation with respect to funddmental policies, although during 
this initial period, the educational, judicial, and public works 
requirements of the province were all begun. The appropriate 
methods of handling the telephone needs, and of the organization 
of rural communities, were under consideration by commissions, 
and the need for spreading the railway system was striking enough 
to merit full government attention, Up to 1908, however, the 
government managed to meet both current and capital expenditures 
from the ordinary revenues. By then the scale of government 


commitments was beginning to be enlarged to the growth of 


——-. 


(1) In 1928, the outstanding debt was $63.8 million: in 
1936, $180.5 million, 
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population, and need for provincial institutions and equipment ~ 
roads, buildings, schools, HoseLuEAS etc. The Latter requirement 
alone necessitated some resort to emitin. There was also 
growing a clearer formulation of opinion with respect to government 
investments, At this time, agricultural opinion (as voiced through 
the Grain Growers' Association) expressed their requirements as 

(1) seed grain assistance and hail insurance; (2) need for railway 
extensions, removal of the railway car shortage problem, and 
consideration of the advantages to be gained from a Hudson Bay 
Railway; (3) government ownership of elsvators; and (4) difficulties 
of securing credit advances on wheat. Each of these issues became 
an integral part of provincial interests within the next decade, 

In 1908, however, the government was concerned mainly with the 
question of railways and telephones, and with the organization of 
municipalities, 

With respect to the encouragement of railway building, 
Saskatchewan was in a different position from either Manitoba or 
Alberta, Manitoba had pushed railway building through the last 
decade of the 19th eee and as the west opened under the 
impetus of capital import and immigration, railway building pro- 
ceeded westwards, Saskatchewan, finding railway growth steady, 
but slow, was able to confine its railway policy to the giving of 
guarantees ($13,000 per mile) to the Canadian Northern and the 
Grand Trunk Pacific, and although vocal opinion demanded a Hudson 
Bay Railway, the province regarded that venture as a federal 
responsibility, and confined its railway policy to guarantees, 

The policy began in 1908, and later, guarantees were given both 
for railway building and for construction of terminals in the 
provineial cities. By 1920, the guarantees amounted to about 
$28 mutl ied: By confining its activities to guarantees, 
Saskatchewan did not encounter the upthrust of debt that Alberta 


experienced from its more positive railway policy. 
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With respect to telephones, in 1907, with the example 
of Alberta before them, the conservative opposition, the Grain 
Growers' Association, and the Boards of Trade pressed for govern- 
ment ownership of telephones, while the Union of Municipalities 
recommended municipal ownership combined with government trunk 
lines, The penta abot wou criarewa to study the matter recommended 
government ownership of long distance lines, but thought that the 
rural service should be left to rural municipalities, with some 
financial help from the province, These recommendations were 
embodied in the government legislation, the government undertaking 
long distance connections, and encouraging rural development by 
delivery of poles at the nearest railway station. The Rural 
Telephone Act allowed five or more persons to organize into a 
co-operative company under the Department. In 1909 the Bell 
system was purchased, and afterwards the Saskatchewan Telephone 
Company. Thereafter the system expanded rapidly to meet the 
spread of settlement and the increase of population, and by 1913, 
the government investment in telephone plant amounted to $5.4 
million, while the capitalization of rural companies probably 
exceeded $1 million, In 1913 the rural system was reorganized, 
and rural companies, with the approval of the minister, were 
allowed to issue debentures to a maximum of $350 per mile, the 
funds for repayment of these to be raised by a tax on all lands 
within 100 yards of the line. This method forced the absentee 
landlord 5 meet some of the cost, and by securing the independent 
financing of the rural systems, increased the traffic on the 
government lines without adding proportionately to the government's 
expenditure on rural systems. But this same device, by 
separating part of the actual costs to subscribers in taxation, 
and by allowing rural systems to borrow, may have encouraged over- 
expansion in many districts, The great increase in incorporation 


of rural companies, following the 1915 Act, and the especially 


(2) Saskatchewan selected as its commissioner the man who had served 
as expert before the Select Parliamentary Committee on the 
telephone question in 1905, 
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great increase in the rural system following the good 1915 crop, 
indicated that rural expansion was apt to be rapid so long as the 
market for telephone debentures was good, despite the rising costs 
of materials during the War. In the 1917 report of the Telephone 
department, misgivings over the rapid increase in rural telephones 
were expressed. In the six years ending April 1919, 32,000 miles 
of new rutal pole line had been constructed, and rural debenture 
issues exceeded $8 million, In keeping with this expansion, the 
provincial government had to enlarge its undertakings on capital 
ota In the post-war boom, after the removal of federal 
restrictions on debenture issues, the rural system crowded a $7 
million expenditure into the 1919-22 period, and again the pro- 
vincial government had to expand its trunk and exchange systems, 
By this time, the provincial demand for telephone mileage was 
almost satisfied, and thereafter it was hoped that while mileage 
would alter little, subscribers might continue to increase, In 
1915 the telephone tax levy was $92,000: in 1922, $1,835,000 for 
the province as a whole, Thus, although the System as a whole had 
expanded more rapidly than in the other provinces, the compromise 
between government and rural co-operative ownership was ensuring 

a repayment of telephone debentures, and this repayment continued 
so long as the area was economically stable (i.e., up to 1929, 
when some 70% of the rural debentures had been repaid), 

With respect to elevators, which to many farmers in both 
Saskatchewan and Manitoba seemed a matter for government ownership, 
the Saskatchewan government, unlike that of Manitoba, appointed a 
commission of investigation. This commission recommended co-operation 
among the farmers, and thought that the government should give 
financial assistance in the form of mortgage-secured loans for the 
construction of elevators, In 1911, when the Manitoba government- 
owned elevators were in diffieulties, the Saskatchewan Co-Operative 


Elevator Company was incorporated, to do all things incidental to 
RE ae a ce re a eae ante ae ee 


(3) The government telephone investment rose from $5.4 million in 
1913 to $11.2 million in 1921. 
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the marketing of grain. It had $50 shares, sold only to agricul- 
turalists, who could hold not more than 10 shares, The government 
was authorized to loan not more than 85% of the cost of company 
elevators, This company provided competition in the elevator field, 
just as the Grain Growers' Association did in the 'commission' field, 
and the government stimulus to railways in the transport Se ey 
By 1913, the provincial government had invested $1,3 million in the 
elevators, 

The total assets in the balance sheet in 1913 were as 


follows; 


Millions of 


Active assets 4,3 
Telephones 5,4 
Railways (a) ee 
Buiddings 7,4 
Roads 4,4 
Advances She 
40.2 

Less Current Surplus ne 

Capital Surplus and . 

Sinking Fund Reserve _,.8 1,0 
Outstanding Debt 39.2 


(a) Consists of guaranteed issues of the Canadian Northern and 
Grand Trunk Pacific Railway Companies, later assumed by the 
Canadian National Railways. 

The active assets were mainly cash and the elevator advance, 
Buildings and roads comprised over half the debt, the buildings 
covering mainly the new parliamentary building, the university 
and the hospitals, Some expenditures on building and roads had 
been met from ordinary revenues in the early years of the 
administration, 

During this period of growth, which was exceptional 
even for Canada at this time, the revenue system of the provincial 
government was not broad, or elastic, The municipalities had the 
exclusive privilege of collecting taxes from real estate, while 
the provincial revenue system depended largely on the Dominion 
subsidy, with licences and fees, corporation, and railway taxes 
Se eas ee ee the Fiore With Pommect Ie 
organization and transport were being met, The railway policy had 


still to be completed, and the question of farm credit and interest 
charges still remained, 
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making up the balance of the revenues, In 1908 about 70% of the 
revenues came from the subsidy, but as settlement proceeded rapidly, 
the other sources of revenue rose, especially after 1910, so that 
by 1913, the subsidy formed nearer 35% of revenues, The fees 
increased rapidly during the development period, especially those 
from land titles, but the railway, corporation, and inheritance 
taxes together formed only about 5% of the revenues, In 1913, the 
revenues were as follows: 


Thousands of $ (a) 


Subsidy BLES 
Supplementary Revenue Tax O72 
Other Taxes oor 
Licences RAL AP f 
Sale of Commodities 461 
Liquor 218s 
Other 988 

Total Revenue 6,064 


(a) 1913: 14 month period, 


The dependence of the revenue system on the subsidy and 
on licences (particularly land titles and law transfer fees) was 
obvious, The tax system was very simple, with a supplementary 
revenue tax levied at a flat rate per acre, with some other taxes 
mainly on corporations, and with an insignificant amount from 
succession duties, 

The ordinary expenditures reflected the growth of the 
province, particularly after 1908 when debt charges were added to 
the expenditure system, By 1913, however, .net debt charges were 
still low. At that time, the outstanding single expenditure item was 
on education, but the amount of the expenditure absorbed by govern- 
ment, justice and highways, indicated the youthfulness of the pro- 
vincial economy, and its concern with the primary requirements of 
settlement, In order of importance, the expenditures in 1913 were 
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Thousands of % (a) 


Government (including justice 


and legislation) ei 
- Education Le0.) 
Highways 661 
Agriculture 653 
Net Debt Charges 482 
Welfare 467 
Other O08 

Total Expenditure ; 5.5635 


(a) 1913: 14 month period, 


The sudden change in the rate of expansion after 1912, 
the poor wheat crop in 1914, and the drying up of immigration, all 


led to considerable contractions in revenue, especially from sand 


’ 
fees, Deficits on current account followed, 
The expansion of acreage and the good crop of 1915, and 
the upturn in wheat prices during the War, helped to restore the 
revenues from fees and from taxes, but even by 1916, the proportion 
of revenue from taxes (corporation and inheritance) was still very 
small, amounting to only om .. ‘Int that year, a Patriotic Revenues 
Act was passed to assist in meeting the new expenses incidental to 
the War. In the following year, this was superseded by the Public 
Revenues Act, and the tax raised from one to two mills on the 
dollar value of all rateable municipal property, with 1 cent per 
acre on land in the local improvements districts, In this way, the 
tax became available for general, as distinct from War, expenses, 
Although the province was adding to its revenue systen by this 
eee JG wee not significantly broadening the basis, but was 
rather adding to the land taxes, and encroaching on the real 
property taxation hitherto reserved for the municipalities, 
However, in view of the agricultural nature of the community, any 
provincial tax had to be near the value of land, or near the income 
from land, The province at this time took the former in preference 
to the latter alternative, In 1917 also, the province followed 
Alberta's example by imposing a tax on wild lands (at rate of 1% of 
assessed value on lands which owner has not cultivated bo a certain 


degree), This Act repealed the "surtax" on uncultivated land 
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imposed in 1913 by the Rural Municipality Act, These new taxes 
(collected for the province by the rural municipalities) increased 
the proportion of revenues that came from land, and by 1921, these 
new property taxes alone yielded 33% of revenue, Inheritance and 
corporation taxes had responded to the war boom, and taxes as a 
whole produced 42% of the revenue as against 15% in 1913, 

Taxation of land was still regarded as the most appro- 
priate form of taxation in Saskatchewan, but the conditions which 
gave rise to the new land taxes in 1916-18, and the increased 
burden that resulted from these taxes, both indicated the im- 
probability of finding a steady source of income from this source, 
The collapse of the land boom after 1912 had shown that steadily 
rising land values could not always be expected, and the increases 
of taxes on land Q@public revenues and wild lends taxes) were be- 
coming sufficiently burdensome to induce some change in public 
eo. It was not until depression recurred in 1921-4, that 
departmental documents (Report of Department of Municipal Affairs, 
1923-4, p.8) voiced the changing Opinion, and suggested that taxes 
must be less on land, and more on improvements and on other forms of 
wealth, The effects of the depression produced the realization that 
a constant rise in land values was unlikely, and that since certain 
expenditures (e.g,,debts) were likely to become fixed charges on 
the budget, new forms of taxation would he necessary, 

The entry of the provincial government into the field of 
taxes on land and on improvements also made the gquestiom of the 
equality of assessment, as between municipalities, an important 
issue, Municipalities that had formerly had high assessments and 
low mill rates, tended to have to pay an unduly large share to the 
province in the new taxes, The need for equalizing the basis of 
assessment soon roused complaints, and in 1921 a commission was f 
appointed to study equalization. The recommendations were imple- 


mented by the Saskatchewan Assessment Commission Act (1922), which 


(5) A surplus in 1920 permitted the government to repeal the older 
supplementary revenue tax which had been imposed at a flat rate per 
acre,and had been used in part to make grants to education, 
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appointed a permanent commission to supervise and equalize 
assessment, with adjustments to be made from time to time. 

In. the period after 1916, the new taxes increased the 
importance of tax revenues, and they took first place as revenue 
producers, while licences took second, The subsidy fell to fourth 
place in the War and post-war period, 


in L021, the chief revenues were: 


(a) 
Thousands of $ Increase over 1913 
Taxes 4,008 3,104 
Licences 1.968 190 
Subsidy ee ae ake: - 
Total Revenues 9,460 5,596 


(a) Ors.) 14 oats period, 

The increase in licences was not great: the expansion of motor 
licence revenues had been considerable, but it was partly offset 
by the decline in revenue from land titles and law fees on trans- 
fers, 

During the War and post-war boom, revenues had tended to 
keep ahead -of expenditures. But expenditures were influenced by 
rising costs,and by the growing needs of the young community. 

The expenditures on government, on road, and on welfare, tended to 
rise quickly. The extension of government activi ties increased the 
costs of administration and of maintaining departments, The need 
for additional roads as settlement spread, the need for road 
improvement , for enlarged grants for mental and other hospitals, 
‘and Tor mothers! allowances, all tended to push up total expendi- 
tures, Net debt charges and education absorbed over 36% of the 
expenditure, The expenditures, and their changes between 1913 and 


1921 are shown in the following table: 
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(a) 
L913 1921 Increase Decrease 

Thousands of $ 
Education 1,201 2,854 1,653 
Government Ly Ble 5,127 1,315 
Welfare 467 1,970 1,103 
Net Debt Charges 482 1,243 fgeal 
Highways 661 1,236 575 
Other 359 882 523 

Agriculture 653 602 = ol 
Total Revenue 9,635 11,514 9,879 


(a) 14 months, 


The education expenditures took a comparatively large 
part of the total, the Saskatchewan government making larger grants 
to schools than the other Prairie Provinces, These grants were 
associated with the land taxes which were raised by the municipali- 
ties, and in part returned to then as school grants, a method that 
tended to distribute education grants according to the needs of 
school districts rather than their ability to pay. 

The gross debt charges had increased more than any other 
expenditure in the War and post-war years, by reason of the new 
government commitments, and the increase of $29 Re is the 
direct debt from 1914 to 1921, In 1921, however, Saskatchewan 
still spent less than 11% of her net expenditure on debt charges 
(less interest receipts), a proportion that was bettered only by 
Ontario and Prince Edward Island in that year, The increase in 
debt between 1913 and 1921 amounted to $14 ue oan the 
balance sheet showed an increasedinvestment of $12.7 million in 
public works, $10.6 million in advances, $5.8 million in telephones 
and $5.3 million in active assets, the bulk of the latter being an 
increase in inventories and taxes receivable, The increase in 
telephone investment during the War period has already been mention- 
ed, The increase in public works went largely to hospitals ($44 
million), to government buildings ($2 million), to highways ($3.9 
million), to the university ($1,2 million), and to relief works on __ 


(6) From 1913 to 1921 direct debt increased by $29 million while 
the indirect debt decreased by y15 million due largely to the 
assumption of $18 million guaranteed bonds of the Canadian Northern 
and Grand Trunk Pacific by the Canadian National Railway Company. 
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highways during the post-war depression ($1.1 million), Relief 
accounts ($2.0 million) also helped to account for the $10.6 
million increase in advances, as shown in the balance sheets between 
1913 and 1921, But the main reason for the increase in advances 
arose out of the establishment of the Farm Loan Board, By 1921, 
$7.9 million had been advanced to the Board, and $1.0 million 

to the Co-operative Creameries, The extension of government 
activities in these agricultural undertakings had been hastened by 
the breaking of the pre-war boom after 1912, The resultant 
depression led to demands for government assistance in different 
directions, and in 1913 Saskatchewan had a “commission year", 

One commission studied the feasibility of diverting the waters of 
the South Saskatchewan river to supply water and power to the 
province: the drought question was already under consideration, 
Another commission studied the local government situation, the 
municipalities feeling the effects of tightness in the financial 
markets, The Board of Highway Commissioners was under review in 
order to adapt it to the new road needs of the province, And 

most important of all were the agricultural commissions, one 
studying hail insurance, and another studying the wheat markets 

and the ways of establishing agricultural credit. This involved 
not only a study of European markets, but also of Huropean methods 
of agricultural aid, land banks, etc, The breaking of the boom 

was turning attention to one of the fundamental farming difficulties, 
others conceming transport, elevators, seed grain assistance, etc,, 
all having been tackled in greater or lesser degree in the pre-war 
period, The question of markets and of credit remained for -nipiad 
consideration. With respect to markets, nothing very positive could 
be done by the prairie governments (apart from the work already done 
to aid internal transport, grading of the product, etce,.), but with 
respect to credit, the commission found that Saskatchewan farmers 
already had to pay interest on their private debt of $150 million 
($65 to mortgage companies, $50 for land purchases, and $40 for 
machinery). The growth of this debt had been associated with the 


pre-war boom, but the boom had not created conditions that pemitted 
full repayment of the debt. The question that confronted 
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this commission appears to be fundamental to agricultural regions, 
and in Saskatchewan several circumstances characterized the debt 
position. (1) The pre-war boom had been part cause, and part 
effect, of the private borrowing (and also of the government 
borrowing and debt guarantees). (2) The boom enlarged wheat output 
and helped to stop the price rise, from 1909 onwards the Liverpool 
price tending to alter its trend, until rocketted anaes again by 
war shortages. (3) The debt associated with the boom, both 
agricultural and governmental debt, was difficult to adjust down- 
wards, partly because the purposes to which the loans were devoted 
did not always yield returns adequate to pemit their repayment, 
and partly because agriculturists (and governments), unlike joint 
stock companies, cannot secure a large part of their capitalization 
from ordinary equity shares, but have to resort to fixed interest 
loans. In @imes of falling income, these fixed charges become 
relatively heavy, and may provoke further debt growth, 

To meet some of these difficulties, and to help to reduce 
the interest charges to farmers, the Farm Loan Board was established 
in Saskatchewan in 1917, to make loans to farmers. In 1918, 80% 
of the interest due to the Board was collected, but in the 1921 
depression only 37% was collected. It appeared as if private loans 
were being repaid first, and government loan payments postponed. 
The effect of the 1921 depression on the Farm Loan Board was 
perhaps inevitable, irrespective of the particular details of its 
policy. In Saskatchewan, the Board had aimed at lending in new 
districts, and at establishing new farmers, These people had 
little time to establish themselves when the war boom broke, and so 
the interest arrears seemed comparatively high in the 1921 
depression, The Board, however, had entered into competition with 
the mortgage companies, and the effect of this competition on 
interest charges generally may be the measure of the Board's 


work, rather than its own accounting position. 
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Despite the provincial debt growth between 1915 and 
1921, it was still much below that of the neighbouring provinces, 
On a per head basis, in 1921, the debt was only about half of that 
in the neighbouring provinces, and the scale of taxation reflected 
that fact, The smallness of the public debt charges moreover, 
permitted the province to distribute its ordinary revenues with 
more emphasis on education and public health than in the other 
Prairie Provinces, the welfare services having increased compara- 
tively rapidly in the previous few years, with the grants to mental 
and other hospitals, and with the introduction of mothers' allowances, 
Education grants to schools and to the university had also expamed. 

The period up to 1924 was not one of prosperity, although 
wheat acreage kept near its 1921 peak, and rose to a new peak in 
1925, Agricultural income fell sharply in 1921, and although it 
recovered somewhat, it did not establish a new upward surge until 
1925. The economy was marking time, and making readjustments to 
the conditions created in the short post-war boom, The government 
aided this policy of readjustment in so far as it announced its aim 
of trying to maintain the revenue system unchanged, and of trying to 
abstain from those taxes on income and property that were being 
contemplated or adopted in the other western provinces, This aim, 
however, could be fulfilled only by rigorous control over ordinary 
and capital expenditures, and this retrenchmens was undertaken 
throughout the period to 1925. The rate and the amount of debt 
growth from 1921-26 was smaller than in any other province (Prince 
Edward Revena excepted). Capital expenditures were cut in 1922, 
and maintained low. Ordinary controllable expenditures were also 
cut, but the rising costs of education and public welfare were 
making it difficult to keep expenditures in line with revenues that 
were not particularly buoyant. The construction industry ke pt low 
throughout the period, as compared with its 1921 level, when 
telephone and other government and business construetion had been 
at their postrwar boom peak. The ordinary expenditures were kept 


down until 1925, legislation, attorney-general's department, public 
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works, highways, and agriculture, all being subject to curtailment, 
In that year, which was a good agricultural year, some expenditures 
rose, particularly on education, public works, and public health, 

By 1925, the increase in debt over 1921 was only $5 
million, and the outstanding debt stood at $58.1 million, Almost 
all the debt increase had been involved for public works, 
particularly highways. 

Gross agricultural inceme rose sharply in 1925, It 
reached a peak in that year and kept high and fairly stable right 
through 1928, This degree of prosperity gradually broke through 
the policy of retrenchment that had characterized government. 
expenditures-in the post-war depression, The rise in agricultural 
income increased the desire for new government services, while the 
same prosperity, by increasing the buoyancy of revenues, seemed 
likely to provide the revenues for meeting new services, Under the 
impact of the boom, therefore, both current and capital expenditures 
expanded, and the province was just reaching new high’ level's of 
expenditure when the depression came, The following table shows 


the growth of the over-all deficit in the boom period: 


1925 1926 bes Pedy 1928 LIe8 


5 Thousands of $ 


Revenue 12,411 12,782 13,273 15,694 14,048 
Expenditure 11045. 12086 11 55. 14.509 16.598 
Surplus 1,366 Te BAe te eS oh) A eG: me BR) 


Capital Expenditure _1,487 1 O14 RS Ne Wet 8) 8 5935 


ee lee ene 


Over-all Deficit(-) 
or Surplus (+) 2 kel #70 = 657 ~_2,525 -11 285 


ee ee ae ees + Sere 


It was not until 1927 that the capital expenditures began 
to move ahead, Up until then the current surplus had been fairly 
stable, but it fell in 1928, and in 1929, when revenue fell and 
expemiitures increased, there arose a fairly large current deficit, 
and this coincided with larger capital expenditures for highways, 
hospitals, and the newly created power commission, In 1930 these 


capital expenditures on public works continued to increase, and they 
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coincided with growing relief expenses, so that capital expenditures 
rose from $8,9 million in 1929 to $14.3 million in 1930, and debt 
which had risen by $12.6 million in 1929 rose by another $23,2 
million in 1930, The debts of the provinces as a whole rose fairly 
steadily from 1926 to 1929, but Saskatchewan's contribution to the 
annual rise was only 1.8% in 1926, whereas in 1929 20% of the total 
provincial debt growth in that year was due to Saskatchewan, 

In Saskatchewan, the total revenues rose in the boom 
years (1925 to 1928) but the rise was concentrated on a few revenue 
items, The revenue rose from $12.4 million to $15,7 million, but 
this rise of over $3 million came mainly from liquor profits ($1.2 
million), licences, particularly motor licences ($1 million), and 
taxes ($0.6 million), The rise in tax revenues was slight, con- 
sidering the new levels of agricultural income, The revenue 
adjustments during these years did little to take advantage of the 
buoyant agricultural income, The taxes on real property had been 
the major revenue producer in 1925 (25% of total revenue), but their 
yield declined, and by 1928 they yielded only 14% of revenue, 
Following the entry of the province into liquor control in 1925, 
and following the improved fiscal position, the Public Revenue tax 
was reduced from 2 to 14 mills, The govemment was then (1927) 
under pressure from the municipalities, asking for a share of the 
liquor profits, which the province had intended for debt redemption, 
Instead of meeting this request, the government lowered the public 
revenue tax, and decided that only 10% of liquor profits should be 
earmarked for debt reduction, At this time most of the municipali- 
ties were in a comparatively healthy position the arrears of 
taxation being reduced as well as theirdebts, The reduction of 
the tax, and the size of the educational grants from the province 
combined to put the Saskatchewan municipalities in a more favourable 
fiscal position than many other western municipalities, and from 
1927 the municipalities devoted larger expenditures to public WOrKS , 
particularly highways (in line with provincial policy), There were, 


however, wide variations in the needs, and the taxable capacities 
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of the municipalities in different parts of the province, and 
these variations were liable to be Meyonted Af general income 
(or sectional incomes) moved downwards, But up to 1928, the 
rate of debt reduction and the reduction of the tax rates all 
indicated a situation of financial fortune, 

The only significant change in the provincial revenue 
system was the adoption of the gasoline tax in ae aca this 
was associated with the new upward direction of debt taken in 
that year. Demands for improvement of the highway system were 
becoming insistent, and the economic and financial position of 
the provincial government seemed to suggest that the time was 
ripe for highway improvement. The three years (1926-28) had 
produced the most stable total agricultural incomes in the 
history of the province; building (including railways) was active, 
and secondary industries (packing and milling) were expanding, 
Between 1926 and 1929 ordinary expenditwes rose, the rise becom- 
ing steep in the later stage of the boom, Between 1926 and 1930, 
welfare, excluding relief, had rism by $1.7 million, largely for 
old age pensions, education by $1 million, net debt charges by 
$1.1 million, highways by $0.9 million, and in addition by 1930 
relief charges were beginning. | 

As a result of the growth of capital and current 
expenditures, the Saskatchewan provincial government entered the 
arought -depression period with many new commitments, To some 
extent these commitm nts had arisen out of Saskatchewan's 
previous “economy" in expenditures, and they might be in large 
part regarded as the fulfilment of needs that had been postponed 
in Saskatchewan while they had been carried out steadily 
in other provinces, The effect of these commitments and the 
emergence of thedrought-depression factors affected the 


financial position as follows: 
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(7) Saskatchewan was the last province to impose a gasoline tax, 
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1929 1930 1931 
Thousands of $ 
Revenue 14,048 13,507 10,066 
Expenditure 16,398 19,059 28,291(a) 
Current Deficit 2,500 5,752 18,225 
Capital Expenditures 8,935 14,265 5 437 
Over-all Deficit 71,285 ' 20,017), 25,662 (a) 
Debt Increase 12,583 23,227 37,914 (a) 


(a) Includes $5,339 of relief expenditures Sana eenun city 
assumed by the Dominion, 

As a result of these changes, debt rose from $63,8 million 
in 1928 to $137.6 million in 1931, an increase of 115%, | 

It will be noted that in 1931 the debt increase ($37.9 
million) far exceeded the over-all deficit. The difference was 
due to the necessity of implementing the province's wheat pool 
guarantee ($13.3 million) in that year, 

The above table indicates the circumstances that 
surrounded Saskatchewan's transition from an apparently sound 
economic and financial position into one that was considerably 
less so, The main characteristics were the fall in revenue, 
the rise in expenditures and deficits, and the cutting of capital 
expenditu re after 1930, These characteristics may be regarded 
in some detail, i 
(1) The fall in revenue was as much as 26% between 1929 and 1931, 
During this period there was little change in the revenue systen, 
except for an increase in the gasoline tax (2 cents). The largest 
fall was in the liquor profits ($1.5 million), the second in 
licences ($1.4 million), and the third in taxes ($1.1 million), 

The fall in property taxes, in motor licences, and gasoline taxes 

(1930 to 1931), along with the fall in liquor profits, was evidence 
of the great contraction in agricultural income, as the drought and 
the depression combined to reduce spending power and taxable capa-~ 
ere 


Nevertheless, some new revenuenefforts were made in 1931-352; 


the public revenue tax was raised, the gasoline tax again raised, 
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motor licences increased, corporation taxes on banks, insurance, 
trust am mortgage companies increased, and an income tax intro- 
duced with a low exemption, The effect of these taxes was to raise 
total revenues by 20% between 1931 and 1932, just when the cash 
income of agriculture was being forced towards what seemed to be 
aminimum, And despite the low level of net agricultural income 

in 1932 and 1933, the revenue then raised was only 23% below the 
revenue raised in 1928, the peak year of agricultural income in 

the province, 

(2) The rise in current expenditure between 1929 and 1931 was from 
16,4 million to $28.3 million, a increase of $11.9 million, 
Relief charges alone had accounted for almost all the increase, Net 
debt charges had increased by $2.4 million, and education and other 
welfare had increased, But these smaller increases had been approx- 
imately balanced by the reductions on highways expenditures ($1.5 
million), and the cuts in expenditures on legislation, justice, 
agriculture, etc, The main reductions in expenditure, like the 

main increases in taxes, were not evident until the following year 
(1932), when every service (except net debt charges) was lowered, 

In short, current expenditures on education, welfare , general coven 
ment, etc,, tended to continue increasing right into 1950, some were 
reduced in 1931, and all (except net debt) were reduced in 1932, 
With the cut in 1932, and with the increased taxation, the current 
deficit, which had reached a peak of $18,2 million in 1931, was 
reduced to $8.5 million in 1932, 

(3) The capital expenditures, like the ordinary current expenditures 
rose to a peak in 1930, Then they fell from $14.3 million in 1930, 
to $5,4 milliom in 1931, and in 1932 there were no capital expen- 
ditures, The peak in 1930 had been due mainly to highway building 
($7.3 million), to advances to the Farm Loan Board ($2.5 million), 
to other public and relief works ($1.6 Seer. and to relief 
accounts ($2.8 million). The over-all deficit reached $20 million 
in 1930, ami with the advances to the power commission ($3.3 


million) the debt rose by over $23 million in that year. 
In 1931, however, the highway and other works 
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were cut to negligible levels, and the $5.4 million spent on 
capital works in that year went mainly to relief works and the Fam 
Loan Board, By 1932 these were also cut, and capital expenditures 
may be said to have ceased, not to be restored until 1935 when they 
reached $2.2 million, 

The history of the years from 1929 to 1932 went far to 
change the whole financial position of the province. The fall in 
prices, and fall in yields both contributed to the changed economic 
position, In such conditions, the financial history of Saskatchewan 
after 1929 is really the history of an attempt to finance wide- 
spread relief in a province where there were no large reserves of 
private wealth, In these conditions, considerable support from 
the Dominion government was necessary, both directly, and indirectly 
through assistance to the province in financing its share of special 
expenditures, 

During each of the years fram 1929 to 1936, the drought 
and the depression factors shifted their relative importance as 
determinants of the economic and financial position, In 1929, 
the drought factor caused a fall in income, which fall was smaller 
than it would have been had wheat prices not kept up. In 1930, 
however, the yield was higher than in the previous year, but the 
wheat price had fallen by over 50%, so that agricultural income 
was pushed down further. In 1931, both price and yield were lower, 
so that income fell still further, In 1932, however, the yield was 
much better, but price touched bottom, so that income improved little, 
From 1933 to 1936 price improved fairly steadily, but yields kept 
low, so that the recovery of agricultural incane as a whole from 
the low point of 1931 has not been encouraging, 

It seems clear that even if there had been no drought, 
the depression would have caused a serious dislocation in the 
economic and financial position; and the price recovery after 1932 
might have been smaller than it in fact was, had drought not kept 
down the supplies of Canadian wheat, But with drought added to 


depression, the question of feed became more difficult, and the 
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cessation of production in the drought region led to intense 
economic disturbance to households, and to the necessity for 
increased relief charges. Thus the total relief expenditure 
(Dominion, provincial and municipal) did not ease with the 
recovery in pricesafter 1932, but increased according to the 
ravage of the drought, being particularly high in 1934, and only 
a little less so in 1935, The relief expenditures of the govern- 
ment of the province were as follows: 


1931 1952 1935 1954 1955 1936 


Thousands of $ 


Direct Relief, Agricultural 

Relief and Public Works, 

Provincial Share and 

adfances to Municipali- 

ties 1556355567 (6 {135 16864 1S 5157 1L0;e74 


Less: Proposed Dominion 


write-off of Relief 
Loans (a) 5,539 _ 643 2,259 14,164 35,746 549 


SS eles 
10,494 4,924 3,896 4,700 22591 10,325 


ee ee ee eee 


(a) Proposed Dominion write-off of relief loans, $5,998 in 1934, 
3,000 in 1935, and $17,682 in 1937-38 applied retroactively 
to years in which expenditures were incurred, 


The above total for relief during these years amounted 
to approximately $70 eee cen in 1936 the treasury bills held 
by the Dominion government reached $63.4 million, Of this amount 
the proposed write-off is $26.7 million, 

The increase in outstanding debt from $99,6 million in 
1930 to $180.5 million in 1936 was attributable almost entirely to 
the depre ssion-droug ht circumstances, by far the major part of the 
cost being represented by direct relief, and the remainder by the 
wheat pool guarantee, the relief works, the seed grain and other 
relief loans of the province. But the full extent of the depression 
effect is not evident by consideration only of the relief payments, 


The failure to maintain capital works will lead to future provincial 


expenditures on replacement: the cutting of ordinary expenditures 


may have somewhat similar repercussions, 
(8)The total revenues of these years amounted to $73 million so that 


relief payments alone were equivalent to over 96% of the total 
revenues through this period, 
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The change in the ordinary expenditures between 1930 and 


1936 is worthy of note: 


1930 1936 Increase Decrease 
$000 

Relief 1,633 7,439 5,806 
Net Debt Charges 2,842 5,758 S.7L6 
Welfare 3,482 3,355 127 
Education 4,257 2,841 1,416 
Highways 2,076 920 1,156 
Government 4,165 £2,578 557 
Other 1,634 1,104 530 
Total RETO LS 8) 25,995 4,936 


In view of the fact that 1936 was among the most 
favourable of the financial years after 1930, with relief charges 
well below the 1934 level, and with some expansion in welfare, 
education, government and highway expenditures, the above table 
does not indicate the full extent to which the provincial 
expenditure system had been directed at relief financing, but 
even in 1936, the domination of the relief financing is unmistake- 
able, the relief and net debt charges absorbing 55% of the total 
expenditures. 

The level of the agricultural income in Saskatchewan 
severely limited the taxable resources of the region. New revenue 
efforts were made in 1932 by an increase in the public revenue 
tax, in gasoline and motor licences, in corporation taxes and 
in the imposition of an income tax. An increase in the gasoline 
tax was made again in 1935. As a result of these measures, the 
tax system has changed somewhat from the relatively simple system 
that existed in the boom days. But since corporations are few, 
these taxes are not lucrative, and since private incomes are not 
high, and are fairly evenly distributed, there is little to be 
expected from income taxes and inheritance taxes at present. 

For these reasons, the change in‘the tax system from 1932 onwards 
has inereased only slightly the importanee of taxation in the 
revenue system. In 1928, when revenues equa).ied $15.7 million, 
taxes yielded 31% of that total. By 1936, when revenues were $14.0 
million, taxes yielded only 40% of the total. The significant 
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changes in the production of revenue between 1928 and 1936 were 


as follows: 


Incr ease Decrease 


$000 


Taxes 811 
Licences 1,147 
Liquor Control 1,645 


The increase in the taxation was small, therefore, 
and was attributable mainly to gasoline, and partly to the 
income and corporation taxes. The decline in licences came 
largely from the fall in motor licences. This fall, and that 
in liquor profits, are indicative of the contraction of 


Spending power in the province. 


SUMMARY 
(1) The financial position in Saskatchewan has to 
be considered mainly in terms of the svents that have occurred 
since 1929. Sinee then, debt has risen 136% to the 1936 level 
of $181 million. But revenues in 1936 which amounted to $14 
million were 11% below the 1928 level. Net debt charges alone 
were $5.8 million in 1936, and relief $7.4 million. Together 
they equalled 94% of the revenues. 

(2) A rise in revenues at the disposal of the provinces 
is dependent almost entirely on a rise in agricultural income. 


And it cannot be assumed that a small rise in agricultural income 


will necessarily increase the taxable capacity. The depreciation 


of equipment in households and ferms has to be allowed for, and 


so also have the increased private debts. A small rise in 


agricultural income would presumably serve these purposes, and do 


little to increase taxable capacity.e Government equipment has 
also deteriorated and any reduction in relief charges, or any 
Slight inerease in government revenues, would presumably go to 


the renewal of services that have been excessively reduced. 
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(3) But the drought, and the depression have led to 
certain conditions that may render difficult an improvement in 
the financial position. The depression induced certain changes 
of agricultural policy in the wheat importing countries, Wheat 
yields were rising in Europe before the depression occurred. The 
depression served to encourage greater self-sufficiency in some 
importing countries, while later events have induced some to put 
their agriculture on to a war-economy basis, In such conditions, 
their desire for imports, now and for some time ahead, is not 
dependent mainly on the price or the quality of the wheat offered 
by exporting countries. The drought also produced certain long- 
term charges, this time affecting the supply of Saskatchewan 
wheat, The productivity of certain areas within the province 
has been affected and even given a good wheat market, certain 
expenses of rehabilitation may be necessary before any rise in 


income can be secured in these areas, 


enue a i ere i enebil. mo Lis ornyok ext Nate had ! 
ae Ponsecuianed antsront hwertw sid ae ‘Yollog ave 
+ otobed: oqo al miei 


audi mn 


ea oe eine hiorurber aved etrere ‘tote ve) sw eolttauoe 3 


01 | eigen thane foun ah. a kand ato oa 3 of mo 84 cugtue) Lae 
|| fOr Bh Beets outt emoe vot baa Won, 27 toqint cork’ eriaeb ! 


 POLeTIO deedw ont Yo YNiLeup edt 10 exit and sommes af 
enor Ep ORS 0. benubotg oF ta Theuoth oa? : wistevnbe’ 3 4 be eeepic 
nswod ater et: to yYlaqwe edt. pal sont te oun elae , iseurete 9 
wont ving edt atdviw teers Kiatted ko Vtlvitouborg edt 
Ms Ort Aoi DOOR # pete grove 
eapenen ef yaw moltediiidn ston to Bees C 


‘ue 
sanete aesny. ot: penenrer od neo amoe 


- 256 ~ 


Financial Position of Alberta 


The economic and financial position of Alberta in 
the last three decades has been influenced by factors that 
were commom to the other Prairie Provinces - the significant 
rise in world prices from 1896 to 1913, the flow of labour 
and capital into the region in the boom years, the rapid 
scattering of settlement, and the concomitant transport and 
institutional construction. While these conditions and 
characteristics affected the financial position of the 
prairie region as a whole, each province within nee region 
encountered its own peculiar needs for expansion, and pursued 
its own methods of development accordingly. The special 
conditions that dominated the financial history of Alberta 
might be summarized as follows:- 

(1) Alberta was the last virgin frontier to be settled, 
and many of the settlers were trained in the technique of 
exploitation. Many of them possessed capital of their own, 
and were familiar with American standards of living. And 
originally they were racially somewhat more homogeneous than 
the Saskatchewan population, so that the initial demand on 
the Alberta government for a rapid extension of settlement 
equipment (railways, roads, telephones, and institutions) 
tended to be stronger and more insistent than in the 
neighbouring province. Given this dewand. and the ready 
supply of capital, the main conditions for rapid settlement 
were present. 

(2) Rapid settlement could be achieved only by the pro- 
vision of an adequate votes transp?rt and communication, 

With respect to road-making, the nature of the 
country tended to raise highway costs above those in the other 
Prairie Provinces, because of the special needs in levelling, 
grading and bridging. In addition, the haphazard method of 


settlement, and the spreading of settlement, involved Alberta 
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in higher costs for the construction of roads across its 
wide, barren areas. 

With respect to railways, certain underlying cir- 
cumstances tended to make the railway question in Alberta a 
more pressing one than in the other Prairie Provinces. For 
two decades, settlement in Alberta was confined to the narrow 
belt contiguous to the Canadian Pacific Railway, and to its 
branches northward to Edmonton and southward to Macleod. Even 
by 1911, Alberta still had a comparatively large section of 
its occupied territory far removed from railways, whereas by 
that time only the west, and south-west parts of Saskatchewan 
were in that position. Furthermore, with the knowledge of 
available good lands in northern Alberta, settlement was 
tending in that direction, and the opening of that area of the 
province depended on its accessibility to railroads. And 
lastly, Alberta was at the peak of the transcontinental freight 
costs, so that competition in railway transport was a relatively 
important factcr, from the point of view of the export 
possibilities of the province. Accordingly, whereas conditions 
in Saskatchewan allowed the provincial government to confine 
its railway policy to the giving of guarantees, in Alberta the 
desire for rapid settlement, and the special transport needs, 
led the provincial government into a more ambitious railway 
policy, begun after 1909, and aimed at the building of railways 
in the more northerly parts. 

With respect to other communications, particularly 
the provision of telephones, somewhat the same factors prevailed. 
Immediate connections were required, and in contrast to the 
highly competitive low-price telephone service south of the 
border, the Bell system im Alberta held a monopoly, and was 
unwilling to provide lines into areas that appeared unprofitable, 
i.e., into villages or thinly settled communities. The re- 
sentment of the west on these matters was voiced in 1905 before 
the Select Parliamentary Committee that considered the methods 


of furnishing telephones. When the Province of Alberta was 
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established, the policy of government ownership of telephones 
was immediately pursued, without opposition. Construction of 
long-distanee lines began in 1906, with little preliminary 
inquiry or consultation with technical experts. The rapidity 
of government activity im this "union of the province with 
cords of copper" was not unrelated to the way in which the 
growing population was spreading itself over the territories. 

(3) The population of Alberta was, and still is, spread 
more unevenly than that of Saskatchewan or Manitoba. From 
this point of view, Alberta is the newest, or youngest, of 
the Prairie Provinces. This distribution, and the movement 
of the population within the province, affected the needs of 
the province in utilities and in institutions, and thereby 
affected the total costs of the extensive equipment required 
for settlement, making it comparatively high per head of the 
population. 

(4) Since rapid expansion was desired in Alberta, the 
province undertook, sa far as it could, the policies consti- 
tutionally open to provinces, namely the guarantceing, or the 
direct provision, of equipment in railways, roads, and 
institutions. In the provision of certain services (e.g., 
telephones, and social services) Alberta has tended to be an 
innovator among Canadian provinces. 

The policy of provision of equipment in a new area, 
even if it is carried out with all the teohnioal efficiency and 
foresight at the government's command, is open to ioe incon- 
siderable risks of error. And if the -policy has to be fulfilled 
in a short time, the dangers of errer in the spatial or 
economic distribution of equipment are increased. Furthermore 
new techniques may emerge to compete out the old ones, as in 
the case of road transport versus railways in certain areas. 
The chances of encountering high rates of depresiation on 
government investments im new areas are, therefore, great, and 


so far as that depreciation is encountered, the government is 
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left with deadweight debt, The more the government of a new 
province is involved in capital expenditure on utilities, 
roads, and institutions, the greater is the possibility ofa 
part of its debt being deadweight; and if the region is subject 
to severe cyclical forces which affect its economic structure, 
the greater the chances of a comparatively large part of the 
debt being deadweight, 

In the period before the War, so great was the rate 
of economic expansion that almost any government investment in 
equipment seemed soon to justify itself, (The measure of 
success in such investments in a new country is not their 
immediate return to the government in revenue terms, but rather 
their ability to expedite private investment in provincial 
resources, which in turn, will tend to increase the population 
and the revenues of the province, If private development 
proceeds as is hoped for, the government investment may prove 
self-sustaining, or even revenue -producing). 

As a result of the operation of the factors discussed 
above, the outstanding debt in Alberta tended to rise more 
quickly than in the other new provinces, By 1913, Alberta's 
outstanding debt was $52.1 million, while Saskatchewan's was 
$39,2 million: between 1913 md 1921 Alberta's debt rose by @ 
further $44 million, while Saskatchewan's rose by $14 million, 
By 1913 Alberta had a direct investment of $14.7 million in rail- 
ways whereas Saskatchewan had made no direct investment: Alberta 
had spent $7.5 million on telephones as against $5.4 in Saskatchewan: 
but on public works, Alberta had spent only $9,3 million as 
against $11.9 million in Saskatchewan, By 1921, however, 

Pater ta had overtaken Saskatchewan in its public works, had 
spent four times more on its utilities, but lagged behind 
Saskatchewan in its expenditures on agricultural "investments", 
Alberta having no Farm Loan Board, It was its expenditure on 
railways in particular that caused Alberta's debt to be above 


that of Saskatchewan at this period. 
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Some considefation may be given to the particular 
factors that contributed to Alberta's debt growth in the 
pre-war and War periods. 

Alberta's developmental expenditures began in 1906 
with a modest vote to construct long-distance telephone lines. 
_This equipment was expected to improve sommunications, speed 
up celonization, and thereby provide returns that would expand 
and would later be adequate-to cover the telephone cests. 
Competition with the 'Bell Telephone system led to its purchase, 
and new construction was also pushed ahead to expedite the 
completion of the system. By 1913, when economic recession was 
beginning to reveal its effects, the government's telephone 
investment exceeded $7.5 million. During the recession, 
telephone development Slackened, but with the War and post-war 
booms, additional investment was made. By 191°, deferred 
costs of maintenance had to be met, and the rates, which were 
lower than these in Saskatchewan and Manitoba, were raised by 
one-third. A special investigation wes made of the system, and 
it was concluded that it had suffered from the burden of high 
costs. These had been inflated by the shifting of settlers 
and the emergence of unused capacity, by the fixity of charges 
in face of the increase in prices and césts during the War, 
and by the failure to set ub proper depreciation reserves 
and proper accounting methods. The report recommended that 
exchange rates be raised by 20%, toll rates by 25%, and rural 
rates by 100%; or that a telephone tax be considerea, 

The only recommendation to be fully implemented 
ooncerned the necessary improvement in accounting methoas 
By 1921, the enrol investment in telephones approximated 
$20 million, as against $11 milliom in Saskatchewan. 

The policy of railway investment began in 1909, with 
& guarantee of $7.4 milliom of bonds of the Alberta and Creat 
Waterways Railway. This guarantee was intended to assist 


railway building in the northern part of the province, but as 
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a policy, this did not receive the same popular support as did 
the telephone investments, this line in particular appearing 
to have only remote potentialities of productivity, since 
the area to be tapped by it was still largely unknown, An 
almost equivalent guarantee ($7.0 million) was given to the 
Edmonton, Dunvegan, ani British Columbia Railway, and a small 
one to the Lacombe and North-Western Railway, When the boom 
broke in 1913, these lines were at various stages towards the 
process of completion, the Alberta and Great Waterways line 
commencing operations in 1916, By 1920, tle province had 
assumed the management of this line, having been called on to 
pay defaulted interest, and to make capital advances, By 1921, 
$3.4 Mii tied ted ‘bean eavenced to this line. By then also, 
$2.9 million had been advanced to the Edmonton, Dunvegan and 
British Columbia line, $2.3 million to the Central Canada 
Railway, just under $1 million to the Lacombe and North-Western 
Railway, and $155,000 to the Grand Trunk Pacifie. In all, 
capital advances to railways reached $9,8 million, and the 
total government railway investment was $26.9 million, By 
1921, railways and telephones accounted for $46.7 million in 
an outstanding debt of $95.8 million, The amounts advanced to 
railways were to expand by another 39% before the railways 
were sold in 1628-9, But in 1921, the railway construction was 
not yet completed: it was hoped that the post-war depression 
was only a temporary sag in the upward incline of long-term 
progress, that the existence of good lands in the north wold 
attract the next wave of immigration, and wold therefore help 
to justify the railway expenditures, 

After utilities, public works were the main con- 
tributor to the rise in outstanding debt during the War, 
Between 1913 and 1921, the investment in works expanded as 


follows: 
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Public Buildings 4.5 
University 4.0 
Highways, Bridges D8 
Irrigation 6.0 
Others 6 

Total increase 20.9 


The largest single item accounting for the increase 
was irrigation. The dry years towards the close of the War 
involved the province in this outlay, which even on the basis 
of optimistic expectations, seemed unlikely to be of more than 
narrow municipal significance. It was directed at areas that 
had been opened by the Dominion govermment in the pre-war years, 
and the size of the works, having regard to the populations 
resident, were comparatively large. In PR? ee full provincial 
guarentee was given to bond issues for such purposes, the 
largest scheme being the Lethbridge Northern Listrict, with a 
5-4 million bond issue. Ad@ditionel populations in these 
districts appeared to be necessary to justify these works, and 
at a later date additional costs were involved for that purpose, 

The drought years at the end of the War involved the 
province in other guarantees with respect to Seed Grain, Relief 
and Livestock Encouragement advances, and Hail Insurance. The 
Alberta loans ey in these projects amounted to over $7 
million by ee only a small part of this sum was repaid. 

In conclusion, it can be said that in 1921 the policy 
of rapid development was already involving the province in 
comparatively heavy charges, and that this was reflecting itself 
in the relative inflexibility of a large portion of the ordinary 
expenditures. The telephone undertaking was almost completed, 
but the railroad work had still to be finished, If the rate of 
economic expansion proceeded as in the pre-war years, these 


policies seemed likely to round off the expansion. & continuance 
eee te 
’ (1) Seed grain and relief $4.6 million: Hail Insurance Board $1.2 
million: Livestoek Eneouragement Act $1.4 million, 


ee sgrond okt. 20% gndvaioone werk otgita. toeseel 
cay edd to meoto ont absawot era0y vb ent | Be 
ane ida an neve wis velivo aint at ‘esnuvory ei I 
aeild ot jog Wo ed ot wih Lodbine Aomeaee. ‘auottatoagxe olds. rat r 
dent ages ye a sich eae fT Jovanoktiagie fagtotau 1 wo 


we bat 


THEY mae me ok to ometavOR sco Eaton ext ‘a Benego mes 


enolipigiods off of rages go iva eaT08 od? 10: este ent: 
ot. ,woangivg dee TOT & seuse! t nape 2 ores een 98 } 
i) re eee 6 to td etek tral Sah tnduted arit ant oneriog 
ened vt anion tour Lomo tt Lb BA sounet fined ‘STOLL tat el 

bie, <eeow aod? vis tout, cel wingeveed 0 id o? Horta SGES . aroi 
+08 qs tags wor heviowvas otaw utzon iat haiiee a?.9b 77 i 
.odt bowiovel teW off Yo bao oft Ja ereoy # suse os 4 Bei 
tte fiat oeobend beet of ¢ someon at Dy Bae il sorte mi oo 
oot - oetatuew! f zf oy son (soonevhs the mow arwoonl sores 
Qe 19Ve OF DoPAVeEME Avs vats pe ond nt norton aagol 
oh hea epi asses gis tos | Peta ny pit Sus a net i 


ewik fone oft £SO1 wi tadt Bisse od neo nt ‘todasioace ot 


oi 


mt obs sivo org oad gaty Love! Thee ori ‘pm. teomadtoved & 


wy : a 


xu toelterx eaw ati 4 pala hee regaaito yet. teva 
: * 


ee 


LO Severe thao oie Ko aokingod 4 wait e th ee ae 


botoiquio tacmle eow fp ano ae api aan bia as sai Bitar 


1 oa « 
Sea 


ne ee, 
; TO ater oft 37 bodaka? og oF Lines ory 


aks | ceca?  euaey aie ong ants ah ‘an Bal 
ve a 


ne 4 ssotenoaxe, ‘ote, 0 


me = 
se 
ii 


ioe = 


of prosperous conditions might permit the provincial government 
to share in the returns, and to reduce, or repay, the loans 
that had been incurred to expedite the expansion, On the 
other hand, if the rate of development slowed down, the costs 
and the burden of debt on the province would be comparatively 
heavy, and whe sdgetvarent debt would be great or small 
according to the extent of difference between the realized 
and the expected conditions, And if actual decline occurred 
in any areas, not only wold the equipment there be used 
unproductively, but in addition, the province might be 
involved in new costs of relief, and so far as these could 
not be met from the ordinary budget, further debts Dee be 
incurred, Given rapid economic development , then appropriate 
provincial action cou] d@ make considerable readjustme nts in 
the debt position: given economic decline, or even stability, 
provincial action could do little more than improve the 
technical position of the debt, €.g., by raising sinking fund 
provisions, and by altering the existent policy of selling 
Savings certificates payable on demand without having adequate 
reserves, and by ensuring as broad a revenue basis as was 
compatible with the economic position, 

As a result of Alberta's capital commitments, net debt 
charges by 1921 were already formire 24% of the expenditure, 
In Saskatchewan, only 11% went to debt Charges at this time, 
and since the total expenditures of the two provinces were 
then about equal, it followed that Saskatchewan was able to 
devote larger amounts to welfare, education, and highways, 
than was Alberta, In view of the change in social psychology, 
and in view of the demand for highways in the post-war pez od, 
it was unlikely that Alberta would lag behind Saskatchewan in 
the provision of swial services, and in the highway expenditure s, 
In short, it was likely that Alberta's current expenditure 


would tem to exceed Saskatchewan's by the excess of the debt 
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charges, By 1927, Alberta spent $9.6 million on expenditures 
other than debt, and Saskatchewan $9,8 million, The higher 
total expenditure in Alberta in that year was attributable to 
its debt position, In 1928, the debt charges were lowered 
Somewhat by the sale of the railways, 

The growth of Alberta's expenditures between 1913 
and 1921 was mainly atttibutable to the debt growth, but 
education and welfare combined to add almost as much to the 
total, Debt, welfare, and education accounted for 69% of the 
increase, Government (including justice and legislation) 
accounted for another 20%, and the remainder went mainly to 


highways, The expenditures were as follows: 


1913 ORL increase 
Thousands of $ 

Debt Charges 563 2,099 2,036 
Welfare 270 1,274 1,004 
Education 731 2,514 Ly, o8o 
Justi ce 503 1,188 685 
Legislation 568 500 132 
Government 855 i 356 Sel 
Agriculture 330 420 90 
Public Domain 81 A par 40 
Highways 82 839 757 
Other 398 © BOS. , =187 
Total 4,155 LO aU 6,660 


The di see bitt ion of ordinary expenditure was 
therefore tending more and more to services that were 
relatively difficult to adjust downwards - net debt charges, social 
and education charges, which by 1921 accounted for more than 
half the total expenditures, By then, government and legis~ 
lation, also something of the nature of an ovevhead ina 
budget, accounted for 260, so that remaining services received 
Gomparatively little, highways only 8%. With this growth in 
the amount of comparatively inflexible expenditure, there was 
need for a revenue system that would at least yield somewhat 
stable totals, and would, if necessary, prove elastic. A 
system to achieve both these ends was difficult to find, even 


with gradual adaptation, The original revenue system, 


“enw @udionoaxe routs to fot tudinge tt ott 


“axew tede so obwtae ot 6 toa is eros gil Litod oxctomedt 


* 


Let soe septate #90 jen - eb tgunwob tedtbo ot df gob'ttib voviieLes 
“mets ettom “it besnuos op fel yd Soisdw BOQ ASD notte oubs ae. 
-ataol hos dutonnertovoy _modd 44 orvetinearxe Latot edt thst 

a of bestiwve ne to owden odd % to antindt¢emos, onta noliak 


hav teo en ge olvter Ania tame t tad OR hag ‘0% Aaitaire998 togoud 


at sitworg a int gt 6 vino eyemdgtd etd aa ylov hte egai0b- 


asw otadt . oud Loge © oa x al tat yi ow id exaqmos to Javon oct 


Fetiwecion bLeiy te mond +6. bLuow dp as mieye Vers 1% boost 


A -Oltealo pyoaty ) weneesoort te Bi yow bee ‘etndod oldadts 


mvo ,batt of da olUb 6 e aw abiro Ro ct aitod evetdos oF mateny 


matey ene or Lattt2 to ont _ontndgabe Ieuborg sid bw 


- 265 = 


established with the province, did contain stability, the 
Dominion subsidy up to 1910 forming over 50% of the revenues. 
But the growth of the Dominion subsidy could not, in view 

of the expenditure growth, provide adequate Clasticity. And 
the attempt of the province to adjust its other revenues was 
not entirely successful, partly because the necessary 
broadening of the tax base was only slowly achieved, and 
partly because almost any tax, or group of taxes, would be 
sensitive to some extent, to any change in agricultural inceme. 
The lag in adjusting the tax base was evident up to 1913. 

The original revenue system comprised the subsidy (over 50%) , 
fees, fines, etc. (about 33%), corporation taxes, guecession 
duties, railway and education taxes (about 10%). By 1909 

it was clear that this system could not cope with the growing 
expenditures, and deficits continued till 1912, when the new 
automobile licences, and increased education tax returns 
sufficed to yield a small surplus. Then in 1913 the tax base 
was broadened, by receipt of the new unearned increment tax, 
and in the following year by receipts for new taxes on wild 
lands, timber areas, education tax on leased land, and 
amusement tax. But unfortunately they were all imposed, just 
when the land boom was beginning to deflate. This made 
evident to Alberta (as it did to Saskatchewan) that revenues 
were closely dependent on the level of agricultural income, 
the fall in revenues from 1914 to 1917 reflecting the 
agricultural conditions of that pericd. The fact that the 
Alberta revenues fell less than those of Saskatchewan during 
this period was partly stininnee ls to Alberta's attempt to 
broaden its tax base in 1913. This did not indicate, however, 
that a province subject to wide fluctuations in the main 
producers’ incomes could always meet falling revenues by 
increased taxes (or new taxes). Apart from the question of 
the wisdem of increasing taxes in depression, this 1914-17 


experience indicated rather that there was some advantage to 
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a province, sub ject to wide fluctuations in income, in 
having some unused taxable sources to fall back on in 
depression. But if the normal expenditure level tended to 
absorb most available sources, then this "slack" would not 

be available, This question was not important in 1914, but 
it was very important in the recent depression, not only by 
reason of the great fall in agricultural income in that 
depression, but equally important, because of the Bpradual 
utilization of many of the revenue sources in the period 
from the War to the depression, At this. point in the inquiry, 
it need only be indicated that the addition to Alberta's 

tax base in 1913 was not sufficient to prevent a fall in 
revenue, and a recurrence of deficits, In 1918, additional 
breadth was given to the revenues by the returns from the 
new supplementary revenue tax, and by the new coal mine 
owners' tax, These changes, coupled with the agricultural 
revival after 1918 that increased retums for all land taxes, 
were sufficient to yield budgetary surpluses until 1921, By 
then revenues were almost twice their 1913 level: the 
Dominion subsidy accounted for only 20% of revenues, and the 
taxes on real property (land taxes, wild land tax, unearned 
increment, and supplementary revenue tax) accounted for 25% 
of revenue as against 2% in 1913, This change measured the 
broadening of the tax base, but in so far as this part of the 
base lay directly on land values, which were subject to 
extreme fluctuation, and in so far as the expenditures were 
becoming increasingly inflexible, it was clear that this 
great dependence on land taxes would have to be replaced by 
dependence on a more diversified revenue system, so far as 
that could be found. By 1921, however, Saskatchewan was 
receiving more of its revenue from taxation than was Alberta, 
particularly fran the taxes on land and improvements, And 
the tendency for Alberta's expenditures to outrun its 


revenues added considerably to its accumulated current 
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deficit, The depression in 1921, and the government commitments, 


particularly with respect to utilities, led to a considerable 
increase in outstanding debt in that year, an increase of $25 
mi Liion, 

The depression that set in during the latter part 
of 1920 was particularly unfortunate both for producers and 
for the provincial government, Because it was world-wide, it 
was not thought to have any particular connection with the 
great increase in wheat acreage and farm mechanization in | 
Canada, and so the possibility that new agricultural methods, 
and new output, might tend to glut future markets was not 
fully realized, And because there had been abnormally low 
Wheat yields for 1916-1920, the effects of the agricultural 
revolution had been hidden. When these effects did reveal 
themselves with the improved yields of 1922 and 1923, the 
low prices were attributed almost entirely to the depression, 
And it was particularly unfortunate that the depression . 
occurred just after a series of agricultural innovations, 
because it reduced the possibility of clearing off the private 
debt incurred on machinery, Private overhead became burden- 
Some, and there was less opportunity for the government to 
widen its tax base in such conditions, and a series of 
deficits ran through the period until 1924, The agricultural 
depression reduced the provincial revenues, especially since 
they were largely based on land taxes, But in Alberta the 
total provincial income was made up of a fair share from 
manufactures, and from mining, and the returns from Alberta 
taxes on corporations and mines did not fall till later in 
the depression, Nevertheless, Alberta faind it necessary to 
search out new revenues, and in 1922 both corporation and 
mine taxes were increased, as well as amusement taxes, and a 
new tax was imposed on gasoline (2 cants) and new revenues 


secured from liquor control, This represented some shift in 
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emphasis in the tax base, new weight being placed on taxes 

on industries, and on the spending of the people (amusements, 
liquor, gasoline), The shift to taxes on spending generally 
acts as a revenue stabilizer for governments in depression 
but only significantly so, if the economy is highly diversified, 
and if the households and firms are able to indulge in some 
“dissaving" in bad times, so that the spending of income falls 
less than the receiving of income, Taxes on spending are of 
rather less value as revenue stabilizers, to governments in 
agricultural communities, where there is little economic 
"balance", and where depression usually involves little 
"dissaving", (unless in the sense of failure to maintain capital), 
but rather tends to emphasize the burdensome nature of the 
private and public debts incurred in the previous boom, 

In these conditions the Alberta government made 
considerable contractions in the expenditures between 1921 and 
192%. ‘the expenditure, both on capital and on ordinary 
account, had reached a high point in 1921, and it was therefrom 
contracted on both sides, In 1921, on capital account $9.0 
million were spent on public works, $2.5 million on loans and invest- 
ments, $4.7 million on railways, $5,7 million on telephones, 
and these, combined with the funds required on current account 
for a deficit of over $2.8 million, necessitated an increase 
in debt of over $25 million, The capital expenditure on 
utilities was reduced by one-third in 1922, and again in 1923, 
and the expenditure on public works was also curtailed, 
especially as between 1922 and 1923. This curtailment in 
capital expenditure on railroads, and on public works 
(especially bridges and highways), must have contributed to 
the contraction in the construction industry in Alberta during 
this period, as would also the fall in public works’ main-~ 
tenance charges on ordinary account, Nevertheless, the 
issues of new Alberta bonds kept high in 1922 and 1923, while 


the total for the provinces as a whole was declining rapidly 
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and the costs of Alberta's bonds began to increase their 
"spread" above the general average, while Saskatchewan kept 
below the general average. 

On ordinary expenditures reductions were also made. 
But the debt charges increased rapidly. The expenditure on 
health also increased slightly, while all other expenditures 
suffered cuts, espeoially these on public works, and on costs 
of government; even education was curtailed Slightly. But 
despite these changes in expenditures and in revenues, 
deficits continued until the trade. «recovery after 1924. 

During this period certain changes had occurred 
in the international wheat situation. After the War increase 
in acreage and in mechanization, and with the good yields 
after 1922, Canada had become the leading wheat exporter, and 
was thereafter prone tc the vulnerability of being important. 
The agricultural revolution had just begun in Europe after 
the war losses, and European acreage was only beginning to 
recover to pre-war levels, but the effects of this were 
hidden by the short world crop in 1924, and by the gradual 
revival in world trade,that increased world consumption, 
Although the per capita utilization never reached its pre-war 
levels, and although world production kept increasing, the 
general revival in trade permitted good "wheat"years from 
1924 to 1927. In Canada, the effect was tc inerease wheat 
specialization still further, tractor sales mounted steadily, 
and mechanization affected also farm transport (and rendered 
mueh of the lately established railway mileage uneconomic, 
it being no longer necessary to have a railway at least within 
20 miles of every farm). In Alberta the good "wheat" years 
reflected themselves in the manufacturing mai ees and 
the total net value of production rose from 100 in 1921 to 245 
in 1927, a rate much beyond that of the other Prairie Provinces. 
Umder these conditions, the few adjustments that hed been made 


in the revenue system in the 1921-3 depression were able to 
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reduce the current deficits, But there was no surplus until 
1928, 

The revenue from the real property taxes declined 
from 1925 to yal The tax on lands under grazing lease 
was reduced in 1926, the wild lands tax had been reduced in 
1922, and the unearned increment tax in 1921; and the 
assessment for supplementary revenue tax in 1926, Of the 
group of real property taxes only one, the uneamed increment 
tax, increased its yield under the boom conditions from 1925 
onwards, and the yield of the group fell by 33% so that while 
these taxes had formed 21% of the revenue in 1925, in 1929 
they formed only 11%. Under the stimulus of the boom con- 
ditions, the yield from the taxes on spending increased | 
rapidly, especially the .returns from the gasoline head ice 
from motor licences, with some increase also in liquor profits, 
The same impetus that was raising private incomes t¢nded to 
raise the succession duty yield. The only tax charges made 
in the period were an increase in gasoline taxes from 2 to 3 
cents in 1927, (in order to meet part of the expense for the 
new demand for highways), and a 5% tax on bets made under 
the pari-mutuel system, These increases were made in face 
of requests for tax reductions, and in all the budget speeches 
from 1925 to 1928, the gowernment reminded the citizens that 
Alberta's taxation, in relation to its net production, was the 
lowest of all western provinces, 

During the boom period up to 1928, the revenues were 
fairly buoyant, but the expenditure growth was such that 
a current surplus did not arise until 1928. In the early 
years of the boom, the capital expenditures had been kept 


constant, but as the boom advanced so did the volume of 


ee 


(2) From $2.3 million to $1.5 million, 


(3) The gasoline tax yield rose from $0,3 million in 1925 to 
#1.8 million in 1929 and motor licence fees from $1.0 million 
to $2.0 million, Liquor profits increased from $1.6 million 

to $2.6 million, 
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government investment, In the early phase of the boom, the 
deficits on the public utilities were tending to diminish, 

the private indebtedness of farmers was declining rapidly, 

and all these conditions suggested a resumption of the economic 
expansion that the War had delayed, In these conditions, the 
demand on the government for new services (especially on 
highways) was insistent, and the buoyancy of revenues encouraged 
it, In the budget speeches, however, the government revealed 
some unwillingness to add to borrowing. The growth of | 


revenues, expenditures, and capital works during these years 


may be indicated as follows: 


dees) lewoseib lage? Miaxoee: vxvg29 
(millions of dollars) 


Revenue iMesh Camere 1451, 14.5 


Expenditure aE Pees 119. LO. o nore e Le. 
Deficit or Cae / Sea OO) LEG eLeO +O. 
Capital Expenditure ar ANeS RES Ol Sas mets) _4,8 
Over s=all Deficit Bee) ego rus 


“Fifteen month period, 


This table indicates the growth of revenue in the 
boom years, the considerable growth in expenditures that 
prevented any surplus emerging until tle peak year of the 
boom, and the tendency for capital expenditures to increase 
as the boom advanced, The capital expenditures expanded 
despite the frequently expressed unwillingness to add to 
borrowing, Before 1928, it appeared that if the railways 
could be sold to the Canadian National, and the Canadian 
Pacific Railways, and if the natural resources were given 
to the province, these changes, combined with the expandirg 
revenues, would provide the means for the “legitimate 
development of the province in other directiong', A further 
expansion of frontiers seened desirable, And the statement 
made by Dr. Charles Saunders, that Canada had reached its 
maximum of specialization in wheat, the government thought 


applicable to Canada as a whole, but definitely not to the 
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Peace River Country. (Budget Speech 1929), 

Between 1925 and 1929, ordinary expenditures rose 
by 27%. The net debt charge was the major item, and it 
rose by less than the total, accounting for 39% of expendit ure 
in 1925 and 32% in 1929. The main increases were in public 
welfare and in highways, and these reflected the trend in all 
provinces, In public welfare, old age pensions began only in 
1929, so that the main services that expanded were in public 
health (control of diseases, travelling clinics), in mental 
and tuberculosis institutions, hospital grants, and mothers! 
allowances, In highways, the work on main roads increased 
greatly, and grants to municipalities dabled. Expenditure 
on education also increased, especially the school grants, 
The main increases were as follows: 

i925 1929 Increase 


(Thousands of $) 


Net Debt charges 4,484 4,639 is)s) 
Public Welfare 1,544 2,500 982 
Education 2,088 bg tle 620 
Highways 259 a? 952 
All Others 3,005 Cera) _ 324 
Total Lis 856 14,389 3,033 


Throughout the boom period to 1928, the investments 
in railways, telephones, etc. continued to be burdensome, but 
the increase in outstanding debt proceeded and for the boom 
years (1925 to 1928 inclusive), exceeded the debt increase in 
any other province, except Ontario. The increase was due 
partly to the deficits of 1925-7 and to the additional invest - 
ment in public works, particularly highways and in utilities, 
The boom period it is true, was tending to increase the 
potentialities of certain investments and the deficits in some 
of the subsidiary enterprises of the government were declining, 
In telephones, the number of rural subscribers increased and 


this reduced the unprofitability of this part of the service, 
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which had always proved a drag on the exchange and toll 
systems, In railways, the expansion of the Peace River 
district suggested new possibilities, and railway traffic on 
that sention of the system reflected the changed conditions, 
Even the irrigation undertaking appeared to have some 
beneficial results in the encouragement of the sugar beet 
industry, Despite the boom conditions, however, the debt 
burden already exceeded that of any other province, Asa 
percentage of expenditures, Alberta's annual net debt charges, 
less interest received, consistently exceeded 37% in the 
boom years as against less than 20% in the provinces as a whole, 
| Some relief to this position was forthcoming in 
1929 when the government disposed of its railway lines to the 
Canadian Pacific and the Canadian National Railways, The net 
capital loss on realization was $11.4 million, but the receipt 
of an instalment on the purchase price in 1928 ($1.5 million) 
and in 1929 ($6.1 million) and the transfer of bonds ($0.3 
million in 1928, and $9.4 million in 1929) to the Canadian 
Pacific and Canadian National Railways, allowed a reduction 
on the outstanding debt in paar The debt position may be 


shown as follows for 1927 amd 1929, 


1927 1929 
ieinaed $ million ar: 
Railways ; a gee: 
Telephones AS, 21.9 
Public Works . 44.3 55,4 
Other Advances, etc, 10.4 10,3 
Capital Losses 4 ea 
Deficits 4,7 2.9 
Active Assets 12,6. 29,8 
132.7 130, 
Less Sinking Fund 
Reserve 146 aes 
Capital Surplus 8 Witt he <2 ore) 
Outstanding Debt 130.3 PeOe 


(4) Another reduction in outstanding debt,smalier this time, was made 
possible in 1933, when the second instalment ($5 million) of the rail- 
way purchase price was paid to Alberta, 
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The capital losses rose by the amount of the loss 
on railway realization, 

Apart from the railway transaction, the main changes 
in the balance sheet in the boom years are shown by the 
increases in active assets and in public works, Active 
assets rose by $10.6 million as a result of the balance due on the 
sale of the railway, Public works expanded as a result of 
highway, public building and irrigation investment, 

The history of Alberta's financial position in the 
Host aner period turned on the growing significance of the 
debt burden, Even in the boom years, the debt charges (less 
interest received) never absorbed less than 37% of the net 
expenditure, Even in 1929 with high revenues and with some 
debt reduction, 32% of the net expenditures went to debt 
charges, And the advance of the boom seemed to reduce the 
"unwillingness" to add to debts, There had been some tax 
changes in the period, with a shift in emphasis from taxes 
on land to taxes on spending, and the latter (includin g liquor 
profits) became quite productive in tle boom years, But their 
level was just sufficient to cover the growing current 
expenditures, and as the boom progressed, the demand for new 
current and capital expenditures seemed to indicate that a 
broader revenue basis would be desirable even if the boom 
were to continue. The great Significance of '-the ‘debt 
burden and the expansion of social and other services that 
were also difficult to check, were creating in the budget 
a Large sector of inflexible expenditures. In such conditions 
Alberta required a broader and if possible a more elastic 
revenue systen, And the history of the War and the post-war 
period was indicating that the more a provincial government has 
relied on extensive capital borrowings to expedite development, 
especially by the undertaking of risky ventures, the greater 


is the difficulty of resorting to this medium again, 
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The decline in agricultural incomes between 1928 and 
1929 affected some of the revenue items hn the latter year, 
the fall in licences and fees, in liquor profits, and in real 
property taxes reflecting the first effects of the changed 
agricultural situation, Manufactures, mining and construction 
‘trades did not contract until the following year, and their 
more prosperous conditon helped to hold up revenues as a 
Whole, But as the depression became general, revenues as a 
whole suffered, and by 1931 were 15% below the 1930 level, 
fits: dig gf was relatively smaller than that suffered by 
Saskatchewan, Nevertheless, the whole reveme revealed its 
Sensitiveness to economic change, The fall in land taxes 
reflected the changed agricultural Situation; the fall in 
gasoline taxes and in passenger automobile licences reflected 
the lowered spending power, as did also the fall a Liawor 
sales fran $6,5 million in 1928 to $3,6 million in 1932, and to 
$2.4 million in 1933, and the growth of the operating deficit in 
the teler hanes, The revenue changes between 1929 and 1931 were 
as follows: 


i929 1931 Increase Decrease 


~(ihousands of $) 
Public Domain 166 988 822 
Subsidy 7.) 1.745 166 
Refunds & Sales 429 SLL 82 
Taxes Jpo2o 3,951] L007 
Liquor Control 2,586 1,424 iietos 
Licences 3,245 2,448. nO7 
Fines & Other 968 655 . 355 
Total . Qulgas4tee- 12 poe 2,790 


In 1932, corporation and gasoline taxes were raised 
and an income tax imposed, and Hikes heaee a to raise the 1932 
revenues, but in 1933 the gain was barely held and further 
revenue efforts were necessary, only the returns from th 
eee tax, from motor licences, and from the public domain 


showing any buoyancy in 1933, 
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The revenue system was therefore in process of 
change, under the impact of the depression, Increased returns 
were being received from the public domain, as a result of 
the grant of the natural resources in 1930, The royalties 
and rentals from coal, gas, and timber, which were to increase 
after 1933, represented a shift in the revenue system that 
was independent of the depression, But as the depression 
persisted, the changes in corporation taxes, and the intro- 
duction of the income tax, represented attempts to-widen the 
tax base to secure revenue, and also to widen it ina way 
that would pemit the province to get some more stable 
revenues, particularly from corporations that operated 
natkonally. In the same way, the later resort to a retail 
sales tax may be described: as a search fora tax on spending 
sufficiently broad as to give stability to the revenue, On 
special commodities of heavy demand, old.taxes were increased, 
€.g. gasoline jin 1934, and 1935 and in 1936 the province 
took over the disvributio of peer, Although the retail 
sales tax was suspended later, there is evidence in the 
whole period of attempts to widen the revenue basis from 
specific taxes on spending, on land, corporations, etc., to 
more general taxes on spending, 

The revenue changes, and the economic recovery after 
1954 yielded some recovery of revenue, The signific ant 


increases were as follows:- 


1933 1936 Increase 
(Thousands of $) 
Taxes 4,909 7,393 2,484 
Liquor Control Leal 2,400 1,149 
Domain 972 1,541 569 
Total Revenue 12,609 17,048 4,439 


Some of the revenue increases were partly offset 
by a decrease in the revenue from licences (particularly motor 
vehicles), The increase in tax revenue came mainly from the 
short-lived retail sales tax (accounting for 36% of the increase), 


the gasoline tax (31%), the real property and corporation taxes 
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(each 11%), the income tax(4%) and the remainder from the 
succession duties and amusement taxes, 

On the expenditure side, some reductions were made, 
especially in 1932, but by 1935 expenditures as a whole had 
increased again, The net debt charges remained high, and by 
1933 absorbed over 37% of the expenditures: for this reason 
alone, expenditure reductions were rendered difficult, The costs 
of govemment were reduced by Salary cuts in 1932, but this method 
of securing economy in expenditure was of limited use, Public 
welfare was reduced slightly, but the main reductions between 1930 
and 1933 were in education and highways, In so far as these are of 
the nature of "capital" or development expenditures, the depression 
was causing the province to reverse its former policy of investing 
in the future, and by the cuts in expenditures on its physical and 
human resources, the depression revealed that the province had to 
concentrate on immediate, rather than on long-term, needs, To some 
extent, however, these expenditure contractions on highways were 
made by the reduction of grants to municipalities, By 1936, there 
was a considerable increase in highway expenditure, a trend that is 
likely to continue for some time into the future, given available 


revenues, 
The significant expenditure changes between 1931 and 


1935 were as follows: 
Change Change 
Le ou 1933 1935 1931-3 1933-5 
(Thousands of $) 


Net Debt Charges 6577 1G), O87 LG SES be B50 


+ 85 

Welfare (excluding relief) 2,884 2,410 2,695 - 474 + 285 

Education OGM a2 ABA 62 AGS BEF eost BL 

Highways 1,620 781 726 = 839 - 55 
Government (including 

Justice and Legislation) @,/90 2,505 2,585 =< 485 + 2e0 

Total Expenditure 18,846 16,429 17,151 -2417 + Yee 


By 1935, total current expenditure had recovered to 91% of 
its 1931 level, The only services that had increased were relief, 
legislation and general government, 

Despite the cutting of debt charges in 1936, the total ex- 
penditure in 1936 was still slightly in excess of the 1930 level 


The attempt to meet relief requira@ments from the budget (by an 
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increase under the heading of welfare) rather than from borrowing, 
has, despite the debt default, considerably curtailed the funds 
available for education, agriculture, and highways, (the total of 
which in 1936 was 25% below the 1930 level), as well as the funds 
avaimable for the services usually covered by public weitathe) 
like public health, child welfare, etc, The inclusion of 
over 92,6 million of unemployment relief in the ordinary 
budget in 1936 went far to absorb the revenues that would 
have gone to meet the normal debt charges, 

The decision to reduce the interest rates, reduced 
the net debt charges ae $6.1 million in 1935 to $3.8 million 
in 1936, 

Despite the adjustments in revenues and expenditures, 
deficits on current-~account persisted. reaching s peak in 
1931, and remaining stable on a somewhat lower level from 
1932 to 19355, The capital requirements were high in 1930 
as a result of the expansion of public works and telephones 
in the later phase of the boom, and as a result of new 
depression -expenditures for relief work on highways, am for 
additional advances to the Hail Insurance Board, the Co- 
operative Credit Societies, etc, In 1951, the current 
deficit reached its peak of over $7 million, so that although 
the capital requirements were smaller than in the previous 
year, the over-all deficit continued to rise, The public 
works and telephones were considerably curtailed, but to 
some extent the reductions were offset by increased capital 
expenditures on relief, and by a special loan of $5,6 
million to the Alberta Wheat Pool, In all the total funds 
required were still at the 1930 level, and sime revenues 
were down in 1931, additional borrowings had to be made, s@ 


that the increase in outstanding debt was high in 1931, 
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Deficit (-) or ” 
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Capital Expen- : 

diture ge a! £9 ey ae ee 
Over-all Deficit feet ie. 6S ary. eS oe ee 
Increase in out- 1 

standing debt 11.4 16.3 a6, =O 6.6 6.9 1,4 


The cuts in capital expenditure after 1930 continued 
up to 1933, and the current deficit after 1932 was stable. With 
the gnall over-all deficit in 1933, and with the receipt of $5 
million from the instalment of the railway purchase price, a small 
reduction in outstanding debt was made possible, The increase in 
debt was resumed in 1934 and seemed likely to persist, until the cut- 
ting of interest charges in 1936. By thus leaving $2,7 million of 
interest unpaid, Alberta was able to effect a small debt reduction 
in that year, The rise in capital expenditure for the low level in, 
1933 was due partly to a slight resumption in public works, partly to 
the distribution of seed grain (1935), and other expenditures con- 
nected with the irrigation districts, loans to improvement districts, 
and expenses on the movement of settlers, 

In the financing of its debt growth after 1930, the 
partial reliance on direct issues that characterized the depression 
years (up to 1932) gave way to treasury bill financing, placed 
with the Dominion government, the banks having held few bills since 
1931, The steady withdrawal of savings certificates on demand 
from 192% onwards made the financial position even more difficult, 
and although the province managed after 1932 to transfer part of 
these savings to a term basis, the withdrawals of these also from 
1935 onwards has increased the government's need for funds, The 


reduction in liquor revenues, and the losses on the Alberta 
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telephones, were so large as to demand changes in policy. The 
reduction in liquor revenues induced the seeniainais in 1936 to take 
over the distribution of beer, which increased the revenue by 

half a million dollars, With respect to telephones, the rural 
losses became much to heavy for the system, and after a special 
investigation in 1934 the province cut its losses on the rural 
lines, either by selling them at nominal prices to mutual companies, 
or by scrapping them, 

By 1935 the net debt charges accounted for 36% of the 
expenditure as against 22% for the provinces as a whole, (The 
arbitrary reduction of intetest paid on Alberta bonds in 1936 
lowered the proportion of expendi ture that went to net debt payments 
to 23%, almost the level that held for the provinces as a whole.) 
By 1935, the budget-balancing efforts had not been particularly 
successful, the current deficit having remained almost unchanged 
from 1932 onwards, The revenue system had been broadened, but new 
efforts appeared to be necessary, although the burden of private 
indebtedness within the province seriously limited the taxable 
capacity, Expenditures on almost all items had been reduced, but 
debt and relief stood out as the two inflexible factors, while many 
services formerly considered essential (highway, education, and 
welfare) had been seriously curtailed, Although the debt growth 
from 1930-5 had been at a very mech re rate than in Saskatchewan, 
this debt growth in Alberta was superimposed on a debt structure 
that was already very heavy, and with its great need for funds in 
1930 and 1931, the costs of borrowing had risen steeply against the 
province, This burden, combined with the fact that most of the 
debt was held outside Alberta, was rendered especially heavy with 
the fall in incane, and the turning against Alberta of the terms of 
exchange between it and the debt-holding areas at home and abroad, 

The balance sheet for 1932 md 1935 indicates the 


steady worsening of the financial position, 
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1932 1935 
~ (Millions of $) cs 
Active Agsets Ona? BYi6 
Telephones 24,5 Leah 
Public Works 66.8 7240 
Other Advances 16,4 24,5 
Deficits 1139 Ay bo 
Capital Losses beet 25,3 
165.4 LB1eA 
Less Sinking Fund Reserve 5,3 7.5 
Capital Surplus Ws) 1,2 
Deferred Revenue - Cigel: 8 9.5 
Total Outstanding Debt 159.3 7 Lys 


The active assets were reduced by the payment of 
the railway instalment in 1933, In 1933, 1934 and 1935 a total of 
$8.9 million were written off the telephone system. The deficits 
had grown, and so had the non-interest bearing advances and 
the capital losses, 

The decision to é@efault on the payment of full interest 
on the bonds altered the financial picture considerably, by 
cutting the debt charges in half. The transference of relief 
to income account largely compensated this decrease in debt 
charges in 1936, as already indicated, At the same time, con- 
siderable revenue increases, especially from the new sales tax, 
(that has since been removed), permitted an approximate current 
balance in 19%, There was also a great reduction below the 
1935 level in the capital expenditure s on public works, and on 
loans and advances so that in 1936 only $1,1 million were 
required for current and capital accounts, (i.e, over-all deficit) » 

By 1937 the province was already making tax efforts 
that are fairly comparable to those of Saskatchewan, and if the 
short-lived sales tax be considered, probably comparable with 
those of Manitoba, But the emtraction of borrowing, and the 
meeting of relief from incae account, has reduced the amounts 
available for capital expenditures, as well as for developmert 
and maintenance services within the ordinary budget, (e.g. high- 


ways, education,etc,), In other words, the change of emphasis in 
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the government activities (as reflected in expenditures) is 
now directed very largely at income transfer within the 
community rather than at development. If relief charges 
become smaller, this positiom will improve, by increasing 

the portion of revenues available for development expenditure. 
But unless borrowing can ve resorted to, capital expenditures 
for devel»ypmental projects will be limiteé to the buoyancy 

of the revenues. 

Summary 

(1) The present financial position of Alberta has to be 
comsidered in the light of the pre-war and War pericds, during 
which the provimee engaged in increasingly extensive capital 
commitments, By 1921, the debt sharges, (less interest 
received) absorbed about one-quarter of the net revenue, a 
proportion considerably above that for the provinces as a 
whole (16%). 

(2) The imvestments had been largely based on optimistic 
expectations with respect to the future economic potentialities 
of the region, and since the region was new, the danger of 
error in the investment was not inconsiderable, The post-war 
period saw some further pursuit of this investment policy, 
along with the expansion of services that were common to all 
provinces, particularly the social services, and highway 
construction. During the post-war period, there was some 
little broadening of the revenue basis, but in view of the 
fixity and the size of ae debt charge, the revenue system 
barely managed tc cover expenditures until the peak of the 
boom (1928). 

(3) The depression following 1929 revealed the rigidity 
of the expenditure system, and the prepgnderating influence 
of the debt position. As in other provinces, the depression 
also tended to raise eertain welfare expenditures. In view 
of the fall in regional income, revenues could not prove 


buoyant, and since debt and welfare absorbed so large a share 
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of the expenditures, euts had to be made im other directions. 
By 1936, the revenue efforts were comparable to those in the 
cther Prairie Provinces. Since interest was reduced im that 
year, and sinse there was some economic revival and some 
expansion of revenues, relief expenditures were met from the 
ordinary budget. Capital works remained low however, end 
developmental activities in the budget were mostly below the 


previous boom levels. 
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Financial Position of British Columbia, 


‘hile British Columbia resembles the Maritimes 
in being on the circumference of a protected area in which 
the forces that make for centralization are strong, and in 
being dependent for its regional income very largely “a 
external trade, yet its public finance system has been in 
the main determined by factors not found in the Maritimes. 
Of these factors, the geographical one is, and has been, 
the most important determinant of British Columbia's financial 
history. The presence of gold provided the initial force 
towards settlement, and the abundant timber, fisheries, and 
diversity of minerals, added impetus to the initial movement 
of population to the west coast. The geography, however, dic- 
tated also the direction of the settlement within the colony 
itself, and made the region as a whole difficult to traverse 
and probably expensive to administer, as population spread 
fanlike from Vancouver. The historical development of British 
Columbia has also contributed towards creating 2 public finance 
system that differed from that of the Maritimes. The comparative-~ 
ly recent settlement, the impact of the almost revolutionary 
opening of the west in the early 20th Century, achieved a boom 
and a rate of economic progress that the Maritimes never encoun- 
tered. The effect of this growth, and the sudden penetration 
of the large pioneer fringe of British Columbia, led to costs 
of frontier expansion in new roads and railways. It led also 
to costs of administration in the wide areas of unorganized 
territory, and these costs of development and administration may 
have been high per unit of population because of the geographical 
nature of the country. 

From union up to 1905, British Columbia encountered. 
a series of budgetary deficits that were unique in size in 
Canadian history, followed from 1905 to 1912 by 2 series of 


surpluses that were equally unusual in amount, and these in 
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turn were followed by another series of deficits to 1918 that 
were also unusually large. Since then, a more normal relation- 
ship has existed between the rate of expenditure and revenue 
increases. But this history of deficits is worthy of comment. 
As with all governments, part of the deficit was attributable to 
the difficulty of forecasting expenditures and revenues: and in 
British Columbia, especially in the pre-war boom, and the early 
war depression, the difficulty of correct forecasting was increased 
by reason of the nature of the economic change that was taking 
place. But the deficit financing in British Columbia at this 
time was much more a matter of fiscal policy than financial mis- 
calculation. While other provinces elected to meet their 
capital works by the orthodox method of borrowing, British 
Columbia chose to meet them largely from current account, 

The gevernment estimated for deficits, and in the period of 
expansion, there was much justification-for such fiscal 

policy in British Columbia. So rapid was the economic develop- 
ment that only very approximate calculations of expenditure 
needs could be made. And the size of revenues was also 
difficult to gauge. Furthermore, since so large a part of 

the revenue in the pre-war period came from the utilization 

of resources, particularly lumber, revenues did largely 
represent capital utilization, and the mecting of capital works 
from such revenues had good cconomic justification, Accordingly, 
by 1921, when the reported accumulated current deficit reached 
$29.5 million, which was high as compared with other provinces, 
the real deficit was approximately $4 million, after allowing 
for the $10.2 million "deficit" that had been spent on highways 
and communication equipment, the $10.9 million that had been 
spent on public buildings, and the change that had been made 


in current assets, etc. Similarly the reported accumulated 


| és io cr bse a foiten wt podantone daoanias ; 
git oa baa: aghdaostt iy rout ® , oxedtt te 
ios 2 hi . 2 . o8 yabdiw.tod env bye at 

| iy ee | ehoteetwotan ‘stamiamaogn vaey yino Sadt ans ) 
wane pew aousioreg, %, gale odd oma veban od piwoe 7 a é 

he tem, & opiel ce conte, oromsndd nit ey oe #40 " 

i. nodbombtate: eX? o's? oman bo ioe . sewmong eat. wd conver oust 
 Mngees bah Rp MOREE, croctoand erelvet ined: asoqonen to 

aitvan tnd ae ‘to girl eon out’ bas HO tmmEL ids Latiqne jaceerger 


igatbroosd to Ltag 12 tent otmongos bowg hat souneven awe 7h ; 
/ botany: tio ne att dnesmis hotolumoon Bedsoqey and pect ise ws 
(Boca tye trast sf Ey Heiaguor BD sig ka eek Hossw who ALLE e088 
pile fo setts te Eitan tf ‘Los anima tags ABM $0270 not ent 
ayriigin a tnegs nova basi Gade “ties tpg so ilitn 8.046 ould tod 
aod bent tect sok tli &.0L8 pid = eremgsgp ao te aninssaeo 0 Ben i 
eben aged bad sok Sacto eis bre sagnlbiind Baise 0 toge ite 


hota tuminon beds ree Gat vas Limap aad 8 wenn thea ok ; 


- 286 - 


current deficit of $53.4 million in 1936 (i.e. fiscal year 
ending March 31, 1937) could be adjusted downwards to $26.3 
million by allowing for the capital expenditures that have 
been charged to current account, (and for some of the 
capital receipts that have been credited to current be aunepee 
In British Columbia it was in the pre-war period 
that the practice of meeting capital works out of ordinary 
account was general. The transition from the depression at 
the end of the 19th Century to the boom in the early 20th 
had an unusually marked effect on the buoyancy of British 
Columbia's revenues. The unfavourable condition at the end 
of the century showed itself in the fact that five governments 
held office in the five years following 1898. It showed 
itself also in the case made by the Province at the inter- 
provincial conferences in 1902 and 1906. Revenues had not 
been buoyant in the 90's, unintentional deficits emerged, 
as already indicated, and the cost of administering the 
Province, the cost of providing its roads, schools, buildings, 
and hospitals, tended to be fairly high because of the physical 
configuration of the country and the spreading of settlement. 
In 1902 and in 1906, the Province emphasized this special con- 
dition before the inter-provincial conference. The effect 


of the tariff policy on the west was also raised, and the 


at While these accountants' adjustments (Appendix K, Schedule 
lA) concern mainly physical capital expenditures that have beet 
charged to current account, and include also allowance for 
certain capital receipts that were credited to current account, 
no adjustment can be made to indicate how far certain current 
revenues (e.g. from lumber or other natural resources) involved 
also an element of capital utilization. From an economic point 
of view, revenues. that involve depletion of resources are also 
an instance of capital receipts that are being credited to 
current account. 
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necessity of buying from the east at sheltered prices, and 
selling in the world market at exposed prices was indicated, 
In addition, British Columbia in 1902 raised an issue that 
has since been emphasized more in other confederations than 
in this: the fact that when the Province secured immigrants 
(or imports), it had to contribute to Dominion customs 
revenues; in the case of inmigrants it contributed indirectly 
by having to maintain immigrants, whose purchases raised 
Dominion customs revenues: in the case of imports, which 

were often purchased by borrowing, the petite had to pay 
an enhanced price which went to the Dominion revenues, In 
1902 British Columbia raised the point with particular reference 
to immigrants. 

The advance of the boom however tended to make the 
geographical position an asset rather than a liability. The 
presence of timber, the beginning of shipbuilding, the con- 
struction of the Panama Canal, made the geographical factor 
an important contributor to the optimism of the period. The 
possibilities of mineral development seemed greats: the 
opening of the Prairie Provinces provided both a construction 
and & railway boom that increased the immediate demand for 
British Columbia's resources, and indicated new long term 
possibilities. The buoyancy of conditions pegan to be marked 
by 1907. So far as they affected government revenues, land 
sales and timber royalties formed the significant increases, 
but under all heads, increases were so great that it was 
difficult for expenditure to keep abraast of the expanding 
revenues. Some tax reductions were made in personal taxes 
and bridge tolls, some loans paid off (e.g. the 1903 loan 
of $1 million), but despite this, a considerable surplus 
was left in the bank, amounting to $6 million in 1908 and to 
#9 million in 1911. The total funded debt, after deduction 


of sinking funds, amounted to $9.2 million in 1909, In the 
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Budget Speech, the treasurer decided to keep the surplus 

for a “rainy day", In these buoyant conditions, considerable 
increases in expenditure were made, and although the poreneunts 
ment budgeted for ddéficits, so expansive hore the revenues 
that deficits did not emerge until 1913, 

The large expenditure increases began in 1909, Ex- 
penditure, as reported by the Province, had amounted to $3.6 
million in 1908, and by 1913 it reached $15,8 million, Out of 
this current expenditure, however, a large amount went on capital 
works, From the accounts it is clear that $1.1 million were spent 
on general government buildings; $0.5 million in gaols, $0.3 
million on mental and other en) ich $0.2 million on schools 
and $0,2 million on debt amortization, In all, at least $2,3 
million of the $15.8 million went to capital works, But the 
amount spent on capital works in that year was certainly more 
than that which can be calculated from the eins accounts, 

On highways $3,6 million were spent on maintename, and on 

bridges $1.0 million; the amount that went on construction is 

not indicated, but it probably was significant, Neglecting 
highways, however, it is clear that the $15.8 million expen- 
diture iio ead capital expenditures to the extent of $2,3 
million, and debt amortization of $0.2 million, In addition, 
interest revenue, which is a deductiion from debt charges, amounted 
to $0.2 million, Consequently current expenditures were $13,3 
million, Since it is impossible to separate out the capital works 
being done on highways, this item appears to Gor ineee the current 
expenditure -system in 1913, accounting for 40% of the current 
expenditures in that year, The second expenditure item was 
education, amounting to 15% of the total, then government 13%, 
domain 12%, justice 8%, welfare 7% and net debt only 1.1%, The 
total out standing debt was $25.6 million, excluding $25 million 
contingent obligations in weapeot of guaranteed bonds of ‘the Canadian 
Northern Pacific Railway, : 


In this period, the developmental expenditures were 
considerable, and they were being financed very largely by publie 
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domain revenues, by timber revenues and lan sales, In 1913 they 
yielded 37% of the revenues, or $3.7 million, In the previous 
year, however, at the peak of the boom, their yield had been 
$4.9 million, By 19135, therefore, the first year which the public 
accounts inquiry of this Commission covers, the full importance 
of the timber and land revenues during the boom, is not indicated, 
It had been the constant rise in these revenues that had permitted 
the new developmental empenditures, and that had built up cash 
reserves, Their buoyancy also had helped to create long term 
expectations that were optimistic: the most optimistic expectations 
of 1906, with respect to both economic expansion and domain 
revenues, had been far exceeded by 1910, The law of acceleration 
was such that expectations had no base from which to project them- 
selves, In such conditions, the cost of widening the frontier fringe 
seemed unimportant: revenues existed and surplussmpunted, and new 
frontiers seemed likely to add to this progress, New commitments 
on roads and buildings seemed necessary, and since railways were 
also a necessary condition for settlement, especially in the 
northern hinterland and towards the Peace River country, the 
government undertook obligations with respect to the Canadian 
Northern Pacific Railway, and the Pacific Great Eastern, 

The rate, and the nature, of the expansion of gover - 
ment undertakings at this time were typical of a great boom: 
the growth of optimism and the cumulative additions to con- 
struction that come when 4 certain project seems justifiable, and 
when the very process of constructing that work so adds to income 
(and consumption) that additions to the pro ject, and even new 
projects, seem called for: the not inconsiderable amount of 
haste, strain and overwork that accompany booms, and that make 
rational decisions more difficult, and careful supervision 
more perplexing: the apparent unimportance of the question 
of cost in face of the financial smoothness, 

In British Columbia, when the boom broke, the 


costs of social services and of debt were unimportant, But 
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the surplus which the treasurer had been saving for a rainy 

day had been spent in part, it having been considered wise to use 
the surplus for development purposes “rather than to wait until 
this want should constitute a grievance", Furthermore , 
following on the recommendations of a commission on taxation, 
it was indicated in 1913 that the tax system would be altered, 
that the poll tax would be abolished, and that "improvements" 
would be exempted from taxation, 

The tax reduction coincided with the first real 
curtailment of e€coomic expansion, the revenue falling from 
$12.4 million to $10.2 million between 1912 and oS. Phe 
land boom was breaking, and land sales fell by over one million 
dollars, immigration was slacking off, the Chinese Restriction 
Act revenue alone showing a fall of over half a million 
dollars, and economic conditions generally were revealing 
the effects of the ending of the world boom, coal royalties 
being down end lumber returns contracting. At the same time, 
the provirciel government felt the loss of interest that had 
dwindled asa result of spending its [noi ny dey ap lS, the 
deficit on ordinary account was over $3 million during the 
fiscal year ending in March, 1914» the over-all deficit almost 
$5 20 pee The sudden change in conditions in 1913 was 
unexpectec, and the general financial stringency occurred just 
at the point when British Columbia had entered the maximum of 
commitments, There were over 3,000 miles of railways under 
construc tion, as well as other works on roads and buildings, 


The following table shows the funds required, and how they 
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(2) 1913 
$000 


Cuwrent Revenue 10,154 
Current Expenditures LO gOLO 
Current Defic it eae) 
Capital Expendi ture T6404. 
Over-all Deficit 19,067 


The decrease in the cash balance was over $4 million in that year, 
and the addition to debt $15.9 million, 
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were provided in 1913, 


$000 
Current Expenditure 15,510 Current Revenue 10,154 
Capital Expenditure Borrowings 15,919 
Buildings Spee Decrease in 
Railways 14,235 cash in bank 4,110 
Other LOL 
Other Expenditures 562 
Total required 50,183 Total provided 30 ,183 


The large government capital undertakings begun in 
the boom period were not all amenable to rapid curtailment: 
railroads, roads, and buildings, in process of construction, 
had to be completed, so that these expenditures could be tapered 
off only gradually. Accordingly, public works (including high- 
ways and buildings) were gradually reduced from $7.4 million in 
1913 to $2,2 million by 1918, and total expenditures (i.e, 
current plus capital expenditures on buildings, ete.) from 
S'o,7 million in, 1913 to. $12,1 million in 1918, the fall being 
almost entirely due to the contraction in public works, The 
railroad expenditures cqantinued, however, and exceeded the 
Province's estimated costs, especially on the Pacific Great 
Eastern Railway. The road had been conceived in the later 
boom days, and had been intended to tap the full resources of 
the Canadian North West, The government in 1912 undertodk to 
assist a company established for the construction, by payment 
of subsidy and guarantee of the company's bonds, The government 
was lax in supervising the paying out of the trust fund, and 
the company quickly exhausted the fund, and suspended work with 
only a short distance constructed, The government had to take 
over the line in 1917, cover the defaulted bonds, and proceed 
with the construction. This ceased in 1921 with the Quesnel- 

St. George section incomplete, and the first train ran from 
Squamish to Quesnel in that year, The government found it 
necessary also totry to increase the utility of the line by 
adding further equipment, (wharves, cattle corrals, light and 


power systems, housing at Squamish, etc.,). 
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The result of the change in financial fortunes ue 
1913-14 was to drive British Columbia into the capital market 
and the government resumed borrowing in 1914, after a ten 
years! lapse, It had to borrow heavily in 1914, and again 
dur ing the War and post-war years, While outstanding debt | 
in 1913 had been $25.6 Pace a the figure in 1921 was $80,3 
million, There was therefore a significant change in the 
public finance system in British Columbia during this interval, 
a change that reflected itself, not only in the growth of the 
outstanding debt, but in the structure of both the expenditure 
and revenue systems, 

The effect of the breaking of the boom was to create 
a marked contraction in revenues. They fell by 50% between the 
last boom year 1912, and the depression year 1915. The decline 
in revenue was about $6 million, and the major contributors to 
this decline were land sales, and timber licences, They fell 
by $3.3 million in this period, It became clear, as the depres- 
Sion advanced, that the buoyant revenues had been associated 
with special boom conditions, and with the sale of the domain of 
the Province, The need for a wider revenue basis was obvious, 
Land sales have never again reached the 1912 level, although in 
the post-war boom (1919-20), timber revenues again reached the 
1912 levels, In subsequent booms, they also got back to this 
peak, But as the Province's commitments expanded in the early 
years of the War, andas domain revenues contracted, the search 
for-a wider revenue basis began. In 1917, as large deficits 
continued despite the cuts in expenditure, particularly on public 
eeca: a change was made in the tax system, and new emphasis was 
given to the income tax, land tax, and personal property tax, 
The latter was repealed later, but the income tax and land tax, 
particularly the former, achieved new Significance in the tax 
system, They were made to yield about 60% of the tax revenues, a 


proportion which they still hold, despite later tax changes, In 


1917, also, other tax changes were made:the poll tax that had been 
(3)Excluding $25 million contingent liability in respect of guaran- 
tees of Canadian Northern Pacific Railway bonds,subsequently assumed 
by the Canadian National Railway Company, 
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repealed was re-instituted, taxes were laid on amusements and liquor 
profits were tapped. The se tax changes happened to coincide with 
the war boom (1917), and tax revenues proved buoyant till 1921; 
indeed revenues as a whole passed their 1912 peak by 1919, and the 
rate of increase was again comparable to that of the pre-war period, 
Revenues increased from $6.9 million in the fiscal year ending 
March 31, 1917, to $15.2 million in the fiscal year ending March 

Sl, 1920; about half of this increase came from income tax, and 
from the natural resources revenues, and the remainder from motor 
licences, amusements, succession duties, school tax and fees, 

As revenues expanded after 1917, sO ails0 did ex-= 
penditures, Debt charges, however, had increased steadily from 
1913 to 1917 as a result of the deficit financing, and although 
they steadied in 1918, they resumed an upward trend again because 
of new government commitments undertaken at the close of the 
ia Between 1917 ana 1920, expenditures as a whole were 
doubled, the main increases being in public works (roads and 
general buildings), education, and debt, with smaller additions 
to hospitals, justice, natural resources, and pensions, 

It has been indicated that the outstanding debt rose 
rapidly from 1913 onwards, Excluding the guarantee of Canadian 
Northern Pacific Railway bonds, it increased by almost $55 million 
between 1913 and 1921, The increase in outstanding debt in this 


period (1913-21) was accounted for in this way: 
$000,000 | 


Increase in 


Current Agsets L349 
P.G,E, Advances 20,0 
Public Works peste 
Other Loans and Advances 9.9 
Go f2. 
Decrease in current deficit 5.0 
Increase in Sinking Fund Reserve ee va 
1JES @ 
Decrease in capital surplus 6 
10,4 10,4 
Increase in outstanding debt 04,7 


(4) In 1913 interest on direct debt had accounted for less than 
3% of expenditures, but by 1917 debt charges reached almost 30%, 
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The increase in debt was in large part attributable 
to the railway situation, which compelled the provincial 
implementing of the Pacific Great Eastern Railway guarantees 
from 1916 onwards, and to the rapid increase in many commitments 
towards the end of the War. 

The railway advances between 1913 and 1921 amounted to 
over $23 million but over $3 million were met from current revenue. 
The public works investment in 1921 showed $13.4 million in 
highways, and an increase of $8.6 million in public buildings. 

The university investment expenditures were beginning in 1921, 

The inerease in current assets reflected a series of commitments 
that really began towards the end of the War. The Better Housing 
loans began in 1919, and by 1921 (i.e. Mareh 1922) reached $1.6 
million. The Vancouver and District Joint Sewerage and Drainage 
Board investment by the government, amounted to $3.2 million in 
1921, and assistance to municipalities was $0.9 million. The other 
factors adding to current assets between 1913 and 1921 were changes 
in the cash position, the amount of taxes receivable, etc. 

The inerease of $9.9 million in other loans and advances 
was attributable to several policies: the Tand Settlement Board 
advances amounted to $3.6 million, the Soldiers' Land Act advances, 
begun in 1919, amounted to $2.4 million in 1921, the Dyking 
district advances to $1.4 million (of which $0.7 million had 
been written off), the conservation fund, begun in 1919, had 
absorbed $1.4 million by 1921, and the Agricultural Credit 
Commission $1 million, 

The breaking of the post-war boom, and the emergence 
of depression in 1921 created again a financial position not 
unlike that of the period after 1913, Although the revenue 
system was broader in 1921, the commitments were greater, the 
volume of debt and welfare larger, and the financial position 


of the municipalities more precarious than before. The 
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municipalities, which included three-quarters of the population, 
but covered less than 1% of the area, had failed to recover 
from the over-expansion of the boom period, The local im- 
provements and public utilities tended to exceed local needs, 
and this led to large debts, failure to meet Sinking fund pay- 
ments, and heavy arrears of taxation, In 1921-2 the provincial 
govemment gave aid to the municipalities to help with reliet, 
education, and mothers' pensions, and shared with them the 
motor vehicle taxation and liquor licences, The grant from 
provincial revenues rose annually, and by 1928-9 amounted to 
$2.0 million: the advent of the depression after 1929, and 
the rweduction of provincial revenues, then called for a change 
in the amount and method of grants, 

The ordinary expenditures indicated the growth of 


certain provincial commitments between 1913 and 1921, 


1913 i921 increase 

$000 $000 $000 
Net Debt charges 181 5,198 3,047 
Welfare 873 2,364 1,491 
Education 1,968 3,358 1,390 
Miscellaneous 173 1,245 LOT 


These represented the outstanding increases in current expenss6s, 
The increase in “miscellaneous arose from the new grants to 
municipalities, The education increase arose from an increase 
in school grants (mainly primary schools), from the new level 

of current expenses in the university, and from miscellaneous 
education expenses, On welfare the two main additional expmses 
were on provincial institutions and on the new service of 
mothers' allowances, Unemployment relief also added to this 
charge, In 1921 British Columbia's expenditure on welfare and 
education absorbed about the same proportion of total expendi- 
ture as in the provinces as a whole, but her net debt charges were 
higher, The fixity of debt charges and the tendency for wel- 


fare and education costs to rise, meant that a fair proportion of 
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the province's expenditure system was comparatively uncon- 
trollable, The revenue system on the other hand, was liable to 
fluctuation because the saurce of the province's regional in- 
come was mainly from exports, The revenue structure was broader 
than in most provinees, since it was composed of many different 
tax and non-tax revenues, but the source of all the revenue s 
was an income that depended primarily on export trade. 

The width of the tax structure is indicated by the 
fact that the province employed (1921) taxes on both real and 
personal property, corporation taxes (including net income ), 
income tax on persons, poll tax, siuecession duties, anda tax 
on entrance to places of amusement: that these taxes were im- 
portant in content as well as in fom is indicated by the fact 
that they yielded 42% of the revenues in 1921, The second 
important source of revenue was the public domain: the timber 
revenues were down in 1921, after their post-war peak, but 
in 1921 the domain yielded 24% of the revenue, The third 
source, and a more recent one was from liquor control, which 
gave 16% of total revenue. Licences were the next important 
item, yielding 10% of total revenue, half of the licence fees 
then coming from automobiles, These four sources yielded 91% 
of the revenue: federal subsidies, and other revenues were already : 
of very minor importance in British Columbia's broad revenue scheme, 

The breadth of the revenue system was such that it 
tended to catch the income that was available, and revenues 
held up well in the post-war depression, British Columbia did 
not suffer to quite the same extent as Canada as a whole in the 
1921 depression, but sane quick recovery in mining, manufactures, 
and construction, produced some balance in the economy, and 
established a rate of economic growth from 1922 on to 1929 that 
probably exceeded that of Canada as a whole, By 1922, although 
the provincial government suffered reduced returns from its 


timber licences, the recovery in the secondary industries 
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increased the yield on income tax, on personal property taxes 
and on motor licences, so that the revenues of the fiscal 
year ending in March, 1923, showed a considerable increase, 
This buoyancy prompted in 1923 a new policy of tax reductions 
that continued, with annual concessions to taxpayers, almost 
to 1929, The revenues did not fall, because as had been indi- 
cated, this period was one of considerable growth in wealth, but 
the effect of the tax reductions was to offset the increased 
buoyancy of yield, so that in effect tax revenues increased 
little in the four boom years from 1925 to 1928, Their yield 
increased only from $9.7 to $10.0 million, the increased yield 
in corporation taxes and the slight additional yield from 
gasoline, personal income tax and succession duties, being large- 
ly cancelled by reduced yields from personal and from real pro- 
perty taxes and from poll tax, Indeed in the boom years to 
March 1929, the only buoyancy that revenues showed was in liquor 
profits and automobile licences, Liquor profits increased by 
$883,000 and licences by $781,000, but the latter was off set 
by declines in other revenue items, revenues as a whole rising 
only by the added amount of the liquor returns, The tax changes 
which tended to prevent the rising regional incame from causing a 
proportionate rise in revenues may be indicated as follows, 

In 1924 the tax on farm lands was reduced from 1% 
to one-half of 1%, and so also was the tax on personal property, 
Motor licences were cut by 25%, and amendments were made to the 
Succession Duty Act, giving exemption to bequests, The amuse- 
ment tax was cut from 10% to 7%, As against these reductions, a 
5 cents per gallon tax was imposed on gasoline, anda tax on 
fuel oil, which was later declared ultra vires, It was with- 
drawn in 1926 but re-enacted in 1932. In 1925 and 1926 further 


reductions were made, this time in income tax rates, and increased 
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rebates were given to married persons, and for dependents, 

The personal property tax was again reduced, and later abolished, 
In 1927 a tax on gross income was substituted, graduating 
amounts payable according to trades, professions and business, 
Again amusement taxes weré™xeduicea now from 7% to 5%, A 
Change in the Succession Duty Act increased exemption, made 
allowance for insurance, and tried to cope with the double- 
taxation question, The coal lands tax was reduced from 4% 

to 2%. As against these reductions, a new tax was laid on 
banks, Over all, however, the concessions granted in these 
years meant a considerable loss of revenue , despite the new 
taxes, and when expenditures began to get ahe ad of revenues 
in 1928, new revenue sources had to be sought, 

There was a current deficit in 1928, and it happened 
to coincide with an extension of capital expenditures (mainly 
for highways, begun in 1927) and this led to a considerable over- 
all deficit in 1928. The following table indicates the position 


during these boom years, 


1925 1926 1927 1928(i.e.,March 
ROO) er 1929) 

Revenue 21,204 21,884 Bavese “25/116 

Expenditu re 19,069 20,058 a Oo 23,933 

Surplus 2,135 1,826 13057 -817 
Capital 

Expenditu re ~472 2,708 4,297 2,249 

Over-all Deficit -2,607 882 2,660 6,066 


—_——— 


It will be seen that there was a rise in both current 
and capital expenditures in these years, On current account 
the main inercases were in welfare, education and net debt, theses 
accounting for 76% of the increase, The remainder went mainly 
to highways and government, The increase in welfare expendi- 
tures arose from the introduction of old age pensions in 1927, 
and from the increased expenditures on institutions and hospitals, 


The increase in edu ation came from the enlargement of school 
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grants, particularly for buildings, from new expenses on 
industrial education, and from increases in advances of rural 
school district taxes, The net debt charges rose as a result of 
the growth of debt from $94.9 million to $105.6 million. The 
growth of debt was due mainly to the extension of the investment 
in highways (from $20.7 million to $29.7 million), and also from 
new work on buildings (from a level of $12.5 million to $13.8 
million in the assets), 

The expansion of the over-all deficit in 1928 was met 
by a considerable increase in revenue in. the following year, 
The increase came mainly from taxation, but liquor and auto- 
mobiles continued to rise Pani: Whe as they had done throughout 
the whole boom period, The 1929 imérease in tax revenues came 
largely from the corporation taxes, principally the tax on 
gross income of miscellaneous companies, This inerease in revenue 
allowed again a surplus ui current account, but in 1929 the 
Capital expenditures welte larger than in 1928, so that the over- 
all deficit. continued to grow, Capital works had been enlarged 
after 1927, and this investment reached its peak ($9.3 milliion) 
in 1950, after which it declined gradually to 1931, and then 
ceased until the period of ecmomic recovery after 1934, Aga 
result, the debt increases tended to become greater in the 
boom, reaching a peak in 1930, and then diminishing with the 
decline in private investment. The over-all deficit in British 
Columbia since 1930 was as follows: 


1930 1931 1932 1933 1934 1935 1936 


$000 


Current Deficit fp 220 4,700 42.552. 5,067 1,849 988 104 
Capital Expen- 


diture "9,505 4,930 Too Je, bee ce Oe 3,551 
Over-all 
Deficit LL,A60 . 9,651 5,202 3,199 3,166 4,254 3,655 


In 1932 the capital works on highways ceased almost 
entirely, Since 1934 relief work on highways and in 1936 
customary and capital works on highways, have increased the 


capital expenditures, The annual increase in debt, however, has 
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not resumed its boom levels, 

The size of the current defiwit during the period 
was affected by the relief expenditures, The contraction in 
world trade from 1930 to 1932 greatly affected British Columbia's 
export trade, but as a result of the later recovery in forestry, 
mining, and manufactures, British Columbia tended to suffer 
over the period from 1930-7 no more than Canada as a whole (i.e.not 
so much as those export areas that depended largely on Single 
crops). The depression problem, as in most other provinces, was 
mainly a relief problen, and British Columbia had been involved 
in direct relief payments amounting to $24.2 million, Since 1931, 
the annual payments have been $1.9 million in 1931, $3.6 million in 
1932, $3.6 million in 1933, $4.6 million in 1934, $5.1 million in 
1935, and $4.4 million in 1936, In addition almost a quarter of a 
million has been spent on grants for munici pal works , $5.4 million 
for relief work on highways, and $0.9 million for other relief 
work, most of it in 1935, Although almost all these relief paymen ts 
were capitalized, only those spent on works are covered by assets, 
The direct relief (of which $21.7 milldon_was capitalized) has been 
a consumptive expenditure and has been added to the welfare charges, 
As a result, welfare charges have tended to rise annually since 1930, 
the only check being in 1933, when hospital grants and mothers' 
allowances were lowered: The relief expenses, however, rose 
annually to 1955, Net debt charges also rose steadily until 1935: 
the volume of debt rose throughout the period, but the fall in inter- 
est rates and the increased volume of short-term financing in 
1936, allowed the total interest charge to decline slightly in 
that year, Nevertheless in 1936, net debt charges accounted for 
23% of See ey as against 19% in 1930, and welfare, the largest 
single item, accounted for 32% as against 21% in 1930, The ser- 
vices that had been cut to allow these increases were mainly 
the domain services, the grants to municipalities, highway 


maintenance, agriculture, and education, Only welfare 
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debt, and justice (police) received larger expenditures in 1936 
as against 1930. The cuts in other services were made mainly to 
1932, since when most of them have recovered some of their 
losses. In the depression, the significant cuts were made in 
domain (reduced by $1.6 million between 3950 and 1933), highways 
(reduction of $1.4 million), education ($1.2 million) and muni- 
cipal grants ($1.1 million). In the recovery years after 1934, 
highways, education and domain eath received increases, but in 
1936 none were back to their pre-depression level. [In short, 
the incidence of the depression lay largely on the municipal 
grants, and public domain, with education suffering also, and 
some public works being postponed, 

On the revenue side, even before the boom broke 
there were indications that the province would have to reverse 
its tax_reduction.polivy-and in 1929 it was decided that the 
. gasoline tax would have to be raised from 3 to 5 cents per 
gallon; a new fuel oil tax was also proposed, :partiy:to: reduce 
the margin in cost between coal and fuel oil as motive power, 


and to enlarge therefore the coal production within the province, 


In .1931 further changes were necessary to meet the situation 
imposei by the world depression, In order to distribute the 
costs of education more equitably, the grants from consolidated 
revenue were to be increased, and a reduction in taxation of 

Teal property was to be made, The Taxation Act was altered, and 
a tax of 1% was imposed on all Classes of income, except on those 
below $15 per week, and $25 in the case of married persons. At 
the game time the corporation taxes were increased from 2% to 

24% Of gross income, and tho licences on banks were increased by 
20%. In 1932 further adjustments had to be made, emergency 
imposts had to be sought,and a three years' retrenchment policy 
was announced,A major change was made in the income tax,the gross 
income tax on trades,professions and businesses,and the income and 
Special revenue taxes,being consolidated into one tax on a gradu= 


ated scale,new exemptions were made as follows:to single persons 
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no exemption, to marricd $500, for dependents $200, for life 
insurance premium up to 3300, The new rates were 1% on taxable 
income up to $1,000, and increases of 1% up to $19,000: above 
that income to be taxed at a flat rate of 10%. Corporations and 
joint-stock companies were subject to those rates without exomp= 
tions, 

In addition, a new education tax of 5 milis was im- 
posed on lands outside school districts. The fuel oil tax was 
imposed at one-half cent per gallon, and the gasoline tax raised 
from 5 to 7 cents per gallon. The amusement tex remained un- 
changed at 5%, but previous exemptions on admission charges up to 
65 cents were removed, and the tax applied to all sports. The 
tax on pari -mutuel bets was to be raised from 5% to 7%. A tax 
of 5% was imposed on liquor sales, The municipalities were to 
take over a share of certain services that lay on the provincial 
government - mothers* pensions, hospitals, industrial schools 
and sanatoria. 

/ In 1933 a surtax was added to income tax, 1% on first 
$2,500 over $5,000, to 18% on incomes over $50,000. An additional 
lewy on succession duties, in the form of 25% surtax was imposed, 
and heavier rates imposed on legacies to stramgers. The province 
also discontinued certain grants to municipalities (share of liquor 
profits and pari -mutuel tax), These changes in municipal 
revenues coincided with their new expenditure, requirements on 
unemployment, so that they found themselves in finencial diffi- 
culties, and were unable to mect sinking fund payments, In 1934 
@ department of municipal affairs was established to study the 
position, the-real property tax being inadequate to mcet the 
municipal needs. In 1936, as the provincial budgetary position 
improved, some aid was given to the municipalities by the province 


relieving them of charges imposed on them in 1932, 
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Despite the tax changes, revenues fell by 22% 
between 1929 and 1933, the most significant declines being in 
liquor profits ($2.5 million) and in domain revenues ($1.8 
million), the decline in forest revenues being the main con- 
tribution to the latter, The yield of taxes and licences also 
fell during this period, taxes by almost $850,000 and licences 
by over $575,000, The decline in tax revenues as a whole 
occurred despite the increase in gasoline taxes ($1 million) 
income tax on persons ($0.8 million) and fuel oil tax ($0.5 
million). These increases were more than offset by the big 
fall in corporation taxes, that exceeded $2 million, the 
decline in real property taxes ($0.4 million) and in succession 
duties ($0.5 million). In the recovery period, the tax 
revenues reached new levels, the main increase between 1933 
and 1936 being in corporation taxes, particularly in taxes on 
the income of metal mining companies, The total corporation 
taxes rose by $2.6 million, the gasoline tax by another $0.7 
million, the succession duties by $0.5 million, and small 
increases were recorded in real property, amusement and fuel 
oil tax, The income tax on persons remained below its 1933 
level as a result of rate adjustments. On balance tax revenues 
have tended to become more important in the total revenue system, 
having yielded 45% of revenue in 1929, and 52% in 1936. Li- 
cences also recovered from the depression, md their total 
yield in 1936 was above the 1929 level: But domain revenue and 
revenue from liquor control failed to recover their depression 
losses, and in 1936 they yielded only 27% of the total revenue 
as against 37% in the boom days. 

In We curs sion years, the contraction of revenues, 
and the new expenditures directed attention again towards 
British Columbia's relationship with the Dominion, On the one 
side, the expenditure burden of the Pacific Great Eastern 


Railway loomed large. In 1934 the province contended that the 
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railway had been built originally as a branch line to the 
Grand Trunk Pacifis, and that “elementary principles of justice 
and fairness should compel the government (Dominion) to take 
over the Pacific Great Eastern as part of the national system 
of Canada", On the other side, the province pushed its claims 
against the Dominion for increased grants, particularly with 
respect to retroactive payments for provincial expendi tures on 
the Railway Belt and Peace River Block that had been given to 
the Dominion at union, and reconveyed in 1920 to the province, 
and also with respect to the special geographical and fiscal 
Situation of British Columbia in the federation, In 1934, the 
province was given an additional interim grant of $750 ,000, 
Even with this addition, British Columbia was receiving only 
5.7% of its revenues fran Dominion grants in 1956-7, Ontario 
alone receiving a smaller share of its net revenue from this 
source, 

With respect to debt history from 1930 to 1936, the 
Significant item has been the cost of unemployment, The de- 
pression hit British Columbia severely, and the net value of 
production fell from 100 in 1929 to 45 in 1932, whereas in the 
Dominion as a whole, the fall was from 100 to 52, Since then, 
the recovery in British Columbia has been faster than in the 
Dominion as a whole, but .S0,also has been the growth of 
population, The net effect has been a steady rise in direct 
relief costs from 1932 to 1935 with some decline in 1936, but not 
enough to get below the 1933 level, The mildness of winter has 
added to the numbers of unemployed transients in the province, 
The amount of relief paid in 1986 (Dominion, provincial and 
municipal) in British Columbia was comparatively high, and on 
a population basis was exceeded only by Saskatchewan, The 
outstanding debt now stands at $177,9 million, almost $62 


million above the 1929 level, 
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Summary 

(1) Geographical conditions have greatly affected 
British Columbiats expenditure needs. The mountainous areas, 
and scattered distribution of part of the population over these 
areas, affect the costs of government institutions, and 
transport. Further utilization of this equipment would lower 
its "overhead" cost, and on the other hand, further widening of 
frontiers would add to the equipment needs, 

(2) The diversity of resources, and absence of serious 
seasonal disturbances, create a presumption of fairly steady 
economic development. These favourable factors are partly 
offset by the position of this province with respect to its 
markets, and the importance of rail and water freight rates 
in the prices at which it can offer its commodities in these 
external markets. 

(3) The tax system of British Columbia has since 1917, 
depended largely on the use of the personal and corporation 
fncome tax. The early institution of the income tax in British 
Columbia was partly associatea@ with the nature of the region, 
Which produced a certain pooling of wealth and population in a 
comparatively small area ef the province, ‘The psychological 
atmosphere was not averse to this form of taxation, and with 
improvements of tax machinery, and the need for revenue, this 
form of taxation continued, and was enlarged as one of the main 
forms of revenue. The income tax on corporations, mining com- 
panies and persons gives over one-third of tota] taxes; the 
steady expansion of the gasoline tax has raised its importance, 
and after the various income taxes it is ne the second largest 
Patecs of tax revenue, 

The liquor profits and the domain revenues are Shi. 
outstanding items in the revenue scheme although they have 
failed to recover their pre-depression levels, 


(4) On the expenditure Side, British Columbia makes a 
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distribution that is closely comparable with that for the 
provinces as a whole, The net debt charges in 1936 were 223% 
of total expenditures for British Columbia and 21% for all 
provinces; the welfare charges were 32% in British Columbia 
as against 35% in all; in British Columbia 14% goes to 
education, as against 12% in all provinces, The distribution 
on highways was the same (8%, and on domain (5%), With 
respect to its expenditure distribution, British Columbia is, 
in a statistical sense only, the average province, 

(5). With respect to debt growth, the permanent factors 
affecting it have been factors of settlement and development, 
The outstanding items of highways, and the Pacific Great. 
Eastern Railway, represent investment for these purposes, 
Since 1930 the relief problem has injected a third factor 
into the debt growth, but apart from that, government invest- 
ment has been directed particularly at the peculiar needs of 
the region with respect to transport, to institutions (includ- 
ing the university), and to more intensive industrial and 
settlement aids (e.g. loans to Land Settlement Board, Soldiers' 
Land Act, Conservation Fund, agricultural credit, etc.) On 
an accounting basis, the capital losses on investment have 


been not inconsiderable, 
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APPENDIX I, 


TABLE I. 


$ Millions, 


Imports Customs Duties 
ieecantece Percentage 


Change from Fiscal Calendar change from 
revious year. Year Year previous year 


(a) (c) 


1900 Oe 28.2 28.3 

1901 182.6 5.90 28.3 30,1 + 6.4 
1902 203.4 * 11.4 51.9 54.2 a, Oiae 
1903 251.8 tT Bose 36.7 38.6 T12 ae 
1904 249.2 ane ey @) 40.5 41.0 aa 8 
1905 263.6 + Dn 41.4 43,8 hemes 
1906 512.3 TELE AO 46.1 49.4 + S26 
1907 563.0 + 16.2 o9.7 by 58.8 + 15,0 
1908 282.6 - 22.1 Tl) 0 OT - 10.9 
1909 359.6 stirs Obes 47.1 O07 + 14,1 
1910 429 .0 + 26,8 59.8 68.7 Bie 
fhe ME 506.3 +1850 Vee B16 + 16.6 
1912 626.0 + 20,6 85.1 105.2 + 25.9 
1913 654.9 + 4,6 LLL. 106.6 + io 


(a) Imports of merchandise (ex, gold) for consumption, 
compiled for calendar years by Professor F. A. Knox, 


(>) Nine months. 


(c) Customs duties by fiscal years, Canada Year Book, 
1957, p. 826, Recalculated on calendar year basis. 
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TABLE III. 
$ Millions 
Home Investment Subsidies Revenues raised 
a Exports ’ by Provinces 
ercentage Provincial - from ercentage | 
change from Change from 


previous year Revenues Dominion $ previous year 
(a) | (b) (c) 


1900 304.3 : 13.3 4,3 9,0 

1901 332.3 + 9,2 if Oke 4.3 9.8 + 8,9 
1902 369.0 + 11,0 14.8 4.4 10.4 + 6,1 
1903 411.2 + 11.4 16.4 4.4 12.0 + 15.4 
1904 405.9 =« 20% ive 4.5 13.3 + 10.8 
1905 476.2 + 17,3 18.8 5,0 13.8 + 3,8 
1906 582.0 + 22.2 23.8 7.5 16.3 + 18.1 
1907 602,1 + 3.5 28.0 8.2 19.8 + 21.5 
1908 603.6 + 0,2 31.7 9.1 22.6 + 14,1 
1909 667.8 + 10.6 34,5 9.2 25.3 + 11,9 
1910 773.2 + 15.8 36.4 9.3 27,1 +. 949 
1911 856.2 + 10.7 42.8 9.7 BS. + 22,1 
1912 1,021.4 + 19.3 50.0 a aty, 38.3 + 15,7 
1913 1,117.6 + 9,4 


(a) A. Cairncross, Die Kapitaleinfuhr in Kanada, Welt Archiv. 
November 1937, Table 14, 


(>) Canada Year Books, Provincial fiscal years recalculated 
into ealendar years, 


(c) Fiscal years recalculated into calendar years, 
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TABLE IT. 


$ Millions, 


Dominion Balance of Customs Duties paid 
Ordinary Merchandi se Duties by borrowed 
Surplus Trade Collected imports 
(a) (b) (c) (d) 
1900 . ae i 8 = B0s0 28.3 3.5 
1901 - 7S - 12.4 30,1 2.0 
1902 + 14,3 ot tg 54,2 Lek 
1903 ce ee 8 - 49,9 38.6 v6 
1904 eG rows 41.0 12.0 
1905 * 12.0 - 58.4 43.8 7 
1906 ee ee - 58.3 49.4 9.2 
1907 + 19,4 - 109.2 55.8 16.8 
1908 a = (05,5 49,7 5.9 
1909 * een) = 70.6 3O).7 1 
1910 + 30.0 - 148.2 68.7 25.7 
ni: Smeg + O79 - 222.2 Suo 35.8 
1912 Pa) 87 3 - 274.3 - 103.2 46.1 
1913 F066 - 212,0 106.6 34,5 


(a) Dominion Public Accounts. Consolidated Fund Surplus, 
Fiscal Years nearest the Calendar Years, 


(b) From Professor F, A. Knox's Estimates of Canada's 
Balance of International Payments, 1900-1937, 


(c) Table I, Column 4, 
(d) Calculated by applying the average rate of duty 


collected on all imports, to excess of merchandise 
imports over merehandise exports, 
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